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A Banker’s Diary 








It is to be regretted that the final dr ft of the Monetary Fund plan shows 
some important departures from the “ Joint Statement by Experts ” published 
in April last, of a nature calculated to interfere with its 
‘‘The Fund basic purpose of imparting an expansionary instead of a 
is Born ”’ deflationary pressure to world trade. Nevertheless, it is an 
encouraging augury for future co-operation between the 
United Nations that it should have been possible to secure virtually unanimous 
agreement within the space of a few days on two such important and con- 
troversial projects as the Monetary Fund and the World Bank plan. Like 
all international gatherings, the Conference itself presented the usual melange 
of idealism on the one hand with fierce jockeying for position and hard bargain- 
ing on the other. Acting as a solid bloc, the Latin-American countries finally 
enforced their determined demand for two permanent seats on the Executive 
Council, whose numbers were increased for this purpose from eleven to twelve 
(one seat being reserved for each of the “ Big Five ’’—U.S.A., United Kingdom, 
U.S.S.R., China and France—and the remaining five directorships being 
decided by election). The Indian delegation (as also the Egyptian) put 
forward a proposal that the Conference should deal with the liquidation 
and conversion into other currencies of sterling balances arising out of the 
war, but reconsidered their decision to withdraw when this suggestion was 
passed over by the Conference. Since India’s balances will total some {goo 
millions by the end of this year and Egypt is expected to finish the war with 
about £250 millions, it is obvious that a Fund of no more than £2,200 millions 
in all could not possibly burden itself with the liquidation of such obligations 
while still serving its real purpose of providing external reserves for the 
settlement of balances on current account. It is in any case open to question 
whether the realization of these sterling balances can properly be regarded 
as an international problem. But the most difficult negotiation must 
have been that surrounding the fixing of quotas, which have a three-fold 
importance as determining simultaneously the supply of a particular currency 
in the Fund, the borrowing power of the country concerned and also its 
voting strength. The quotas finally announced (several countries have 
expressed dissatisfaction and reserved their attitude) were as follows : 


om $m. 

United States. ; ? , 2,750 Soviet Russia ats me ss I,200 

United Kingdom : hie acd 1,300 China .. s ae te ty 550 

British I mpire 

India . ; ; Tele) South Africa ea ne 100 

Canada 3 <a sd ‘ 30¢ New Zealand . ‘6 ia ae 50 
Australia : 55 . 200 

Continental Countries* 

$m. $m $m. 

France a sa ae Luxemburg .. ig Io Yugoslavia... dup 60 

Netherlands .. os S25 Czecho-Slovakia . 25 Norway sie ar 50 

Belgium ei x ae Poland re -. 125 | Greece ti ie 40 


* Denmark's quota to be determined after she accepts membership in accordance with the 


rules 














South and Central America 
$m $m $m 
Brazil 150 Uruguay a bn 15 Haiti 5 
Mexico 90 Venezuela - i 15 El Salvador 2.5 
Chile 50 Bolivia “i , 10 Honduras £9 
Colombia ; 50 Costa Rica wa i 5 Nicaragua 2 
Cuba , 50 Dominican Rep. 5 Paraguay 2 
Peru. ; ai 25 Ecuador 5 Panama a c- 5 

Guatemala 5 

Other Counts 

Egypt ia a 45 Ethiopia és i 6 Iceland - i I 
Persia a Pee 25 Iraq .. : Pe 3 Liberia ae ~~ Ga 


It will be seen that the allocation is very different from that which would 
result from the Keynes Pian formula, with its emphasis on volume of external 
trade. Our own quota of $1,300 millions is only slightly greater than the 
Russian and less than half that of the United States. The Empire as a whole 
commands quotas totalling $2,350 millions. 


WHAT is more important, in the final draft of the scheme, some vital questions 
of principle seem to have been surrendered, as compared with the “ Joint 
Statement by Experts’ published in April last. In par- 
No Rationing ticular, there seems no longer to be any provision for the 
of Scarce rationing of scarce currencies or discriminatory exchange 
Currencies ? restrictions against the exports of a persistent surplus 
country. Instead, “‘ the fund may, if it deems such action 
appropriate to replenish its holdings of any member’s currency, take either or 
both of the following steps: (1) Propose to the member that .. . the latter 
lend its currency to the fund or that, with the approval of the member, the 
fund borrow such currency from some other source which is prepared to 
make such loans to the fund or to approve the borrowing of its currency by 
the fund from any other source. (2) Require the member to sell its currency 
to the fund for gold.”’ 

Moreover, there are important new provisions for the levying of interest 
charges on deficit countries, without any corresponding provisions to dis- 
courage the accumulation of surpluses. Article Five provides for sliding 
scale charges against members, based on the average daily balance of the 
member’s currency held by the fund in excess of its quota, at the following 
rates: (1) On amounts not more than 25 per cent. in excess of the quota: 
no charge for the first three months ; one half per cent. per annum for the next 
nine months ; and thereafter an increase in the charge of one half per cent. 
for each subsequent year. (II) On amounts more than 25 per cent. and not 
more than 50 per cent. in excess of the quota: an additional one half per cent. 
for the first year ; and an additional one half per cent. for each subsequent 
year. (III) On each additional 25 per cent. in excess of the quota: an addi- 
tional one half per cent. for the first year ; and an additional one half per cent. 
for each subsequent year. This system of fees, it is pointed out, is an im- 
portant part of the fund’s operation, since the amounts involved are sizable 
and are designed to discourage continuing unbalanced trends of currencies 
flowing into the fund. In short, in the final draft, we seem to be half-way 
back to the deflationary White Plan. 
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In his address to the Conference as chairman of the commission dealing with 
the World Bank plan, Lord Keynes explained that, since it is no*part of the 
purpose of UNRRA to provide funds for reconstruction, as 


The distinct from relief and rehabilitation, there is an important 
World gap to be filled. An important feature of the proposals not 
Bank previously announced is that on the one hand loans should be 


guaranteed by all the subscribing countries, while on the other 
hand the Bank is to charge a commission, probably of 1 per cent., for its 
services to the borrower. The Bank’s mode of operation is explained in 
de tail in the following passages from Lord Keynes’ address : 

‘The bank will be free to operate along three different lines. A certain 
part of the fund’s subscribed capital will be called up and will be available 
for direct lending by the bank for approved purposes in the currencies of the 
contributing members. But the greater part of its subscribed capital will be 
held as a reserve fund with which to guarantee two other types of operations. 
The first type of loan eligible for such guarantee will be loans for suitable 
purposes and on suitable terms issued through the ordinary channels of the 
investment market where, on account of the risks involved, there would be 
difficulty otherwise in placing the loan on terms which the borrowing country 
could afford to pay. The second type of loan secured by the assets and 
subscribed capital of the bank will also be placed through the ordinary 
channels of the investment market, but will be offered on the bank’s behalf 
in its own name. The proceeds of such loans will then be re-lent by the 
bank to borrowing countries on terms and for purposes to be directly agreed 
with them. The proceeds of both types of loan would be freely available for 
the borrower to make purchases in any member country, with due regard to 
economy and efficiency. 

“Let me now explain the nature of the proposed guarantee, for this is of 
a novel character, which may be regarded as marking in a particularly 
significant way the international character of the proposed institution. It is 
evident that only a few of the member countries will be in possession of an 
investible surplus available for overseas loans on a large scale, especially in 
the years immediately following the war. It is in the nature of the case that 
the bulk of the lending can only come from a small group of the member 
countries, and mainly from the United States. . . . But this is no reason 
why these lending countries should also run the whole risk of the transaction. 
In the dangerous and precarious days which lie ahead, the risks of the lender 
will be inevitably large and most difficult to calculate. The risk premium, 
reckoned on strict commercial principles, may be beyond the capacity of an 
impoverished borrower to meet, and may itself contribute to the risks of 
ultimate default. . . . The proposal is, therefore, that all the member countries 
should share the risk in proportions which correspond to their capacity. The 
guarantees will be joint and several, up to the limit of any member’s sub- 
scription, so that the failure of any member to implement his guarantee will 
not injuriously affect the lender, so long as the bank has other assets and 
subscriptions to draw upon, resources which will, according to our proposals, 
be of considerable dimensions. Moreover, it is proposed that every member 
country should undertake to provide gold or free exchange up to the full 
amount of its subscription. In so far as it is called upon under its guarantee, 
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therefore, the quality of the bonds thus guaranteed should be of the first 
order: at any rate they will be a great deal better than, in the case of many 
borrowing countries, there would be any k= of offering otherwise than under 
the auspices of the new institution. . There is an interesting and essential 
feature of the proposals in the shape of a commission payable by the borrower 
in return for its guarantee. It is suggested that for long-term loans of the 
normal character this commission should be at the rate of I per cent. per 
annum. This rate of commission should be the same for all members alike. 

One per cent. added to the interest appropriate to a loan guaranteed 
by the bank will not be onerous. On the other hand, the annual receipts 
from the commission will greatly augment the free reserves of the bank available 
to meet its obligations before calling on the guarantors. The bank should 
aim at so conducting its business that there would be a good hope of the pool 
of commissions being sufficient by itself to carry it most of the way. 


It will be recalled that in defending the Monetary Fund before the House 
of Lords, Lord Keynes stated that our quota of £325 millions “‘ may easily 
double, or more than double, the reserves which we shall 

Who Holds otherwise hold at the end of the transitional period.” 

the Gold ? Since the last official figure of our gold holdings, relating 

to September 1, 1941, showed these as having been reduced 
to a mere $151 millions, the suggestion that at the end of the transitional 
period we may hold some £325 millions of external reserves comes as a pleasant 
surprise. It may be that the ‘se are to be acquired only during the transitional 
period, but the Budget White Paper figures and other indications raise the 
question whether this process of rebuilding our gold reserves may not already 
have begun. Thus, Item 60 of Table III, representing “ other extra- budgetary 
receipts, including war risks insurance and certain War Damage Act receipts, 
Exchange Equalization Account and reduction in Exchequer balance,” was 
strongly positive in 1940, when the Lend-Lease Act had not yet been passed 
and the liquidation of our external assets was proceeding rapidly. This item 
became negative in 1942 and strongly negative in 1943. 

It may be noted that gold production for 1942 and 1943 (excluding U.S.S.R., 
Mexico and Belgian Congo) totalled about 48 million ounces, while since 
October 1941 the remainder of the system has absorbed some 23 million 
ounces released from the U.S. monetary gold stock. The increase in the 
recorded gold reserves of central banks in these two years, on the other hand, 
amounted only to about 44 million ounces. During 1942 and 1943, therefore, 
some 27 million ounces of gold (say, £225 millions) have dropped out of sight. 

The movements in Item 72 of the Budget White Paper, showing the increase 

Treasury bills held outside Government departments, would not be in- 
consistent with the surmise that some of this vanishing gold may have found 
its way into the Exchange Account. This item fell shz irply in sympathy with 
the decline in overseas disinvestment between 1941 and 1942, but rose sharply 
again in 1943, although disinvestment was only slightly higher. Since the 
end of 1938, the cumulative increase shown by this item amounts to £1,302 
millions, while the realization of $1,887 millions of gold would have resulted 
in the withdrawal from circulation of some £468 millions of Treasury bills. 
Unless some Exchange Account bills have subsequently been re-issued to 
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finance purchases of exchange, this would indicate an effective increase of 
some {1,770 millions in outside holdings of Tre sasury bills, whereas Mr. Bareau’s 
calculations presented in a later article in this issue places the wartime increase 
in the sterling balances of overseas countries at no more than £1,212 millions. 


A FURTHER important step in tracing enemy interest in sterling securities 
has been taken by a recent Bank of England instruction, which applies to 
Portugal and Spain the terms of Notice to Banks and 


Control of 3ankers F.E.200. The original Notice (which was discussed 
‘“Tainted’? in detail in THE BANKER of January 1944) subjected to 
Securities special control the collection of all income and capital items 


on securities belonging to persons resident in Sweden and 
Switzerland. The most striking feature of the procedure was the association 
of responsible banking institutions in those two countries in the task of 
establishing the freedom from enemy taint of the ownership of securities in 
respect of which dividends, interest or capital repayments are collected through 
London. In the case of Portugal and Spain, the supervisory function is 
to be discharged respectively by the Banco do Portugal and the Instituto 
Espanol de Moneda Extranjera. The approaching end of the war in Europe 
renders it all the more imperative to furbish up the armoury of weapons with 
which to prevent the Germans deriving any benefit from securities they have 
stolen in any of the occupied countries of Europe. The control to be set up 
in Portugal and Spain closes an obvious gap, but there still remains the need 
to extend the control to countries outside Europe, notably to Argentina. 
It may be noted that the procedure of control as applied to Portugal and 
Spain does not call for Declaration AB (Supplementary) and schedule on 
the occasion of each dividend maturity, as is the case with Sweden and 
Switzerland. One would have thought that this ancillary document might 
equally be discarded for the two last-mentioned countries without in any 
way impairing the effectiveness of the control. 


ARRANGEMENTS announced during the past month mean the end of the British 
Overseas Bank as a going concern. To prevent an inevitable trading loss, 
the remaining banking business has been transferred to 

Exit Messrs. Glyn, Mills and Co., this operation involving a draft 
B.O.B. of some £300,000 on the special deposit—originally £2,000,000 
—put up by a banking syndicate to safeguard the liquidity 

of the bank in 1939 when political events resulted in the free zing of a large 
part of its Continental assets. The remaining assets, possessing a book value 
of {2,000,000 but situated almost entirely in enemy-occupied territory, are 
to be realized by Continental Assets Realization Trust, in return for a reason- 
able fee plus a 5 per cent. share in the proceeds. Similar arrangements have 
been made in respect of the Anglo-International Bank, which had been 
managed by the B.O.B. since the beginning of 1941. On the announcement 
of the winding-up, British Overseas Bank shares slumped from 30s. (on which 
basis the m< urket had been placing a value of £300,000 on the £2,000,000 of 
frozen assets) to a very nominal 10s. The liquidation of these unfortunate 
specialized institutions quite certainly does not mean the withdrawal by 
the City from any interest in Continental banking business. Even if they 
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are not replaced by new ventures of the same kind, the merchant banks 
possess the resources, the experience and the specialized skill to enable them 
to play a useful part in the short-term finance of a reconstructed Continent. 


BANK profits in the United States last year, as shown by the Federal Reserve 
Bulletin statistics, were the highest for many years, at $557 millions. This 
compares with only $ 383 millions in 1942 and a recent low figure 


US. of only $265 millions in 1938; and it happens to be exactly 
Bank the same figure as in the boom year 1929. Profits in the latter 


Earnings year, however, came out of gross earnings totalling $2,399 
millions, against $1,650 millions in 1943. In the earlier year, 
however, interest paid on deposits absorbed as much as $759 millions, an 
item which with cheap money has shrunk to no more than $124 millions. 
Conversely, income from advances has dwindled from $1,563 millions in 
1929 to $640 millions in 1942 and only $552 millions last year. The 1943 
increase in gross earnings, from $1,487 millions to $1,650 millions, was due 
almost entirely to the expansion in interest and dividends on securities, from 
$540 millions to $766 millions, at which level this item for the first time 
exceeds income from advances. The American figures are a chastening 
warning against any attempt to estimate true bank profits merely from the 
trend of asset earnings. As is shown by the following figures for a few selected 
years, current earnings are often completely over- shadowed on the one hand 
by ‘“‘ recoveries, profits on securities, etc.,”” and on the other hand by “ losses 
and charge-offs ’ 





$ millions) 1929 1934 1930 1938 1943 

Net current earnings . ‘ ne 715 394 399 334 490 
Recoveries, soniibe aie securities, CUB. + 137 + 254 + 508 + 279 + 312 
Losses and charge-ofis .. os oe — 2905 — 873 — 442 — 393 — 251 
Net profits .. ee se re 557 — 225 405 265 557 








The salient trends since 1929 in the profit and loss position of the U.S. member 
banks are brought out graphically in the diagram on Page 98. 


EARLIER in the war, it will be recalled, the United States Treasury carried 
out a census of American property abroad. The results of this enquiry show 
that the interests in foreign countries of American individuals 
U.S. and firms aggregate no Te ‘ss than $13,300 millions, a total 
Foreign overseas investment second only to that of this country before 
Investments the war. Investments in Canada are the largest in any single 
country, totalling $4,375 millions. Toge ther with American 
investments of $1,030 millions in the United Kingdom, this gives a total of 
$5,800 millions within the British Empire. In Latin-America, American 
holdings total $3,250 millions, including $785 millions in Cuba, $420 millions 
in Mexico, $355 millions in Argentina and $330 millions in Brazil. Altogether 
American assets in United Nations territory, excluding areas now under enemy 
domination, amount to $8,000 millions. 
Investments in the six enemy countries amount to nearly four times the 
$450 millions of known Axis holdings in the United States. The total is 
$1,775 millions, of which Germany accounts for $1,290 millions, Italy for 
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$265 millions and Japan for $90 millions. The census figures also show that 
Americans own more than $2,000 millions in areas now occupied by the enemy. 
In spite of the large aggregate sums involved, it is interesting to note that a 
majority of the reports were filed by persons having investments of less than 
$10,000. 


THE conditions of full employment in the United States after the war are 
outlined in an enterprising article in the Federal Reserve Bulletin. It is 
estimated that the gross national income in the second 
U.S. Income year after the end of hostilities—‘‘ V-plus-2 ’’—could 
in contract by about 15 per cent. from its present level of 
‘“‘V-plus-2’ $200 billions—that is, to about $170 billions at 1943 prices 
—without producing unemployment in excess of the 
2 millions minimum, allowing for a probable reduction in working hours and 
withdrawals from the labour market. Assuming an increase of Io per cent. in 
productivity, a national expenditure of $170 billions would provide employ- 
ment for a labour force of 58.7 millions, an increase of as much as 12.2 millions 
on 1940, when over 54 millions were seeking gainful employment but only 
46.5 millions finding it 
With a gross national product of $170 billions, individual incomes after 
taxes are placed at $127 billions, of which it is estimated some $113 billions 
would be devoted to consumption: namely, about $60 billions on food, 
clothing, etc. ; $35 billions on services, such as electricity, gas, telephone, 
rent and personal and professional services; and $18 billions on durable 
consumers’ goods, such as household equipment and automobiles. This 
would represent an increase over 1941 of 20 per cent., 30 per cent. and 50 per 
cent., respectively in the various categories. Public expenditure is placed at 
around $30 billions, leaving $27 billions of investment needed to maintain 
income at the full employ ment level. It is estimated that the requisite volume 
of investment might be provided by: $3 billions of additions to inventories ; 
an export surplus. of $2 billions (exclusive of exports for foreign rehabilitation, 
which are included in public expenditure) ; $7 billions of residential con- 
struction (representing 1,400,000 dwellings at an average cost of $5,000) ; 
and $15 billions of business investment in new plant and equipment. The 
article emphasises that the figures assumed for the various components of 
income do not represent forecasts, but are intended to be illustrative of a 
possible pattern of economic activity that would give the desired result. On 
the other hand, it stresses that unless the “‘ desired result ’’—namely, a national 
manne of $170 billions in the aggregate—is achieved, there will be a grave 
langer of deflation and unemployment. “If large-scale unemployr ment 
rs ‘velops during the period immediately after the war, consumer purchasers 
two years after the war may be much lower than 113 billions. Consumers 
may remain fearful of the future, and therefore cautious, even after the 
transition is completed. . . . If consumers anticipate reductions in prices, 
deferred demand for consumer durables may be spread over a period of years. 
Accumulation of inventories, too, may be spread over some years so 
that they do not bulk large in any one year. Businessmen may not invest 
as much as 15 billion dollars in plant and nabiounedl. If private purchases 
are lower than the estimated requirements for several or all of these reasons, 
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and if Government purchases do not compensate for the deficiency, total 
demand will not be large enough to maintain employment. Then deflation 
will get under way.” 


AmonG the more colourful propaganda fiction put out by the Nazis in the 
opening days of the flying bomb campaign were reports of a run on the banks 
of “‘ Southern England.’”’ Recent Bank returns provide an 
Note interesting commentary on these fairy-tales. Over the 
Withdrawals seven weeks to July 19, the note circulation showed a net 
Slow Down decline of {1.9 million, to £1,133.6 millions, compared with 
an expansion of {9.6 millions in the corresponding weeks 
of 1943. Even so, the reserve of notes on July 19 amounted only to £16,671,000; 
and since last year saw net withdrawals of nearly £24 millions between mid- 
July and the August holiday peak, it is clear that a further increase in the 
fiduciary issue is to be expected at any moment. The indications are that 
the latest increase of £50 millions to £1,150 millions announced on March 8 
will suffice to cover requirements for about twe nty weeks, or the same period 
taken for the preceding increase of {100 millions to {1,100 millions. The 
latter movement, however, covered the Christmas holiday drain and lasted 
for only half the period of the increase from {900 millions to £1,000 millions, 
though on that occasion withdrawals were being offset by the return from 
circulation of the large denomination notes. 


THE branch bank is perhaps the most distinctive feature of the Canadian 
system. Fora country vast in area and with a small population it works well. 
A result of the growth of branch banks has been the develop- 
Branch ment of a partly centralized system. While the chartered 
Banking banks decreased from thirty- four in Ig01 to twenty-five in 
in Canada 1913, and now number only ten, the change has been ac- 
companied by a great increase in the number of branches. 
In 1868 there were only 123 branch banks; in 1902, including sub-agencies, 
747. By 1916 there were 3,198 and in 1929 4,069, but by the beginning of 
1943 the number had declined again to 3,129. In 1941, in an effort to conserve 
man-power, many branches of the chartered banks had been temporarily 
closed, but so planned between the banks that no area has been left without 
adequate facilities. From 1867 to 1944 the total assets of the system have 
grown from $78 millions to about $6,000 millions. Branches in Canada and 
abroad last year numbered as follows : 


Royal Bank , j 622 
Canadian Bank of Commerce 437 
Bank of Montreal 4006 
Bank of Nova Scotia os 277 
Banque Canadienne Nationale 215 
Imperial Bank of Canada I7I 
Bank of Toronto ‘ 165 
Banque Provinciale du ( anada 134 
Dominion Bank 123 
Barclays Bank (Canada) 2 


There were 135 branches (not including sub-agencies) outside Canada, 
mainly in Newfoundland, the West Indies, Central and South America and 
the United Kingdom. 
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The “Old Lady” Lifts the Veil 
By W. T. C. King 


N the first day of August, just two hundred and fifty years ago, there 
() cpenes for business, at the Mercers’ Chappell, an institution unique in 
England—a bank with a corporate existence, and having a subscribed 
capital (25 per cent. paid-up) of the unprecedented amount of twelve hundred 
thousand pounds. The Bank of England, with a Charter sealed four days 
earlier in favour of ‘‘ The Governor and Company of the Bank of England,”’ 
a sonorous title which it still retains, had been born. In the past two and a 
half centuries, and especially in the last of them, the Bank has acquired many 
other characteristics of uniqueness; but then its principal claim to fame 
was that it was the one fructifying and substantial expedient, among many 
such projects, for the raising of funds for an impoverished and war-ridden 
Government. At that stage there were indeed some, especially among its 
private-banker rivals, who feared the power which might spring from its great 
size and from the favours it might exact from a needy monarch and chancellor. 
3ut none then guessed the real extent of its potentialities, or perceived the 
sources from which it would build up a position of influence which surely 
surpasses that of any other private institution in any country. 

Nor is this apparent short-sightedness surprising. Had an acute astrologer 
of the day foretold that the infant bank, who then was not even a young lady 
of Threadneedle Street (she moved thence i in 1734), would be the great pioneer 
of central banking, the mother of important central banks throughout the 
world and model for most others, the controller and regulator of credit streams 
which irrigated the commerce of half the globe at its time of most rapid develop- 
ment—had he foretold such things, the augury would not have been under- 
stood. Much more important, to the bankers and financiers of 1694, was the 
fact that the State had seen fit to put a mighty competitor in a position of 
special privilege. 

Against the background of the times, this perspective was not wide of 
the mark. For a century to come, the Bank’s most striking function was to 
be that which gave it birth—the function of raising the wind for the Exchequer, 
with whose tangled finances it rapidly became intricately interlocked. At 
this period, the Bank’s activities, though full of many intriguing episodes 
and though of great concern to the student of national finance, especially in 
its more technical aspects, could not fairly be said to be, what they later 
became, an integral and indispensable part of the economic life of the country. 

In modern times, the history of the Bank is a facet, and a very important 
one, of the history of Britain and of the financial world. It isa facet, moreover, 
W hich has always seemed to shine with only a dim, religious light. The Old 
Lady, renowned for her exclusiveness and modesty, learnt ‘much of her 
reticence in tender years of maidenhood. Never, even in her age of indiscretion, 
has she boasted of her achievements. Never, on her own initiative, has she 
even told the world about the struggles and fears, the hopes and disappoint- 
ments, that were her constant companions through almost two centuries. 
In the past, almost the only sure glimpse into the workings of her mind, the 
only insights into her true character and way of life, have been provided on 
those notable occasions upon which her ste »wards—Gov ernors, Deputy- 
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Governors, or Directors—have been summoned before Parliamentary Com- 
mittees on affairs monetary or economic. It is true that, when thus moved 
to speak, the Old Lady was formerly quite a loquacious, and at times a 
garrulous, witness—for which weakness the historians can forgive her much 
else. Advancing age, however, has unnaturally reduced her loquacity, which 
may be a sign of virility ; but as the frequency of the Government enquiries 
has also diminished, our first-hand sources of knowledge of inner policies, 
principles and mechanisms have in recent times become tantalisingly slender. 
Moreover, even the massive contributions of the thirties, forties, and fifties 
of the nineteenth century had obvious deficiencies—notably the usual deficiency 
of oral evidence, of which every student of Hansard and every Minister who 
faces the ordeal of ‘“‘ supplementaries ” is painfully aware. Such evidence, if 
uncorroborated, must often be suspect, and it also has the irritating habit 
of stopping short precisely at the point at which the appetite is keenly whetted. 

For these reasons, much of our knowledge of vital aspects of British 
economic development and much of the material for inductive reasoning 
on the workings of monetary principles have derived from the laborious 
deductions of close students of the Parliamentary enquiries, and have rested 
upon bases which, however apparently sound, were often not demonstrably 
so. This situation is now suddenly transformed. As part of the celebrations 
of her two hundred and fiftieth anniversary, and also of the centenary of the 
only statutory enactment which significantly regulated her conduct, the Old 
Lady has drawn aside a large part of her voluminous veil of modesty. For 
four years or so an eminent economic historian has been a welcome guest 
in her house at any time he pleased, with full access to her archives, ancient 
records and diaries, and with unfettered right to tell the world in his own 
words, and to appraise on its merits, whatever he found there. That the chosen 
guest has been Sir John Clapham gave to the many who know him or his 
classic writings a positive assurance that the scrutiny would be meticulous, 
the siftings deliberately pondered, the judgments objective and the presentation 
both scholarly and attractive. The two substantial and beautifully produced 
volumes which have resulted* are therefore much more than the perfect gesture 
of celebration. They are a rare gift to the world of letters and a major con- 
tribution to economic history. 

To those who know the Old Lady well, there will be no surprise that, for 
all her new-found boldness, she will not even now let us see her as she is in 1944. 
The veil still hides those features that show the marks of thirty crowded and 
difficult years—a period so momentous in world affairs and so productive of 
revolutionary change in the monetary sphere wherein she mainly dwells, 
that it is said that the Bank today is further from 1914 than 1914 was from 
1844 or, perhaps, even from 1714. To most people, despite the recent accession 
of another eminent representative of the race of merchant bankers to the 
highest stewardship, the Bank of England today is still the Bank of Montagu 
Norman. But it is not that Bank that we now see through the eyes of Sir 
John Clapham. 

It is, at latest, a Bank firmly rooted in a seemingly well-ordered stru¢ture 
of gold standard orthodoxy, the issuer not of the nation’s money but of that 
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relatively minor part which comprised the paper portion of commercial bank 
cash reserves and the pocket-money of the rich. It is a Bank preoccupied 
not with intricate problems of exchange control, international regulation of 
‘mariaged ”’ parities, cheap money and gilt-edged market control, a moun- 
tainous floating debt, financing of industry, and a host of complex questions 
of international finance and wider economic policy ; but, instead, it is a Bank 
absorbed in the task of keeping control of what at times was still an unruly 
money market, of devising new expedients to make its discount rate 

effective ’’; a Bank constantly worried about the size of the gold reserves, 
about the delicate question of centralizing the gold stocks which some com- 
mercial banks still maintained, and even about the adequacy of the cash 
reserves of such banks; a Bank just beginning seriously to cope with the 
problem of floating (but, by present standards, still minute) foreign balances, 
and indulging in curious experimental manipulations of gold points. 

Given the long tradition of secrecy, there was never any real prospect 
that we should learn much of the Bank’s recent activities and when to that 
tradition there was added the justification of “ security,”’ the veiling of the 
modern Bank became inevitable. Any disappointment that it has not been 
possible to uncover the period from, say, 1914 to 1932—a period which must 
be lavishly documented in internal records and will be a rich haul for the 
historian in what, we must hope, will prove to be a not distant future—will 
be tempered by gratitude for the foresight and effort which have made possible 
the production of any such classic work as this in time of war. 

Within the limits thus prescribed for him, Sir John has undoubtedly fulfilled 
the highest expectations of his friends. To the general reader and banking 
student, it is no doubt the second volume which will make the greater appeal, 
for this covers the period, from 1797 onwards, in which the Bank moved 
gradually to the central and commanding position in the money market and 
banking structure. But for the historian in search of new fact, the first volume 
may well be the greater prize. The treatment in both is strictly chronological, 
and it is in the century from 1694 that the Bank’s internal records have ‘been 
able to add most to our knowledge. 

The antecedents are boldly and surely sketched. The function of note- 
issue, upon which the eminence of the Bank was built, was in England the 
last of the classical banking functions to develop; and the combination of 
all such functions, including a deposit system with the facility of “ write-off ” 
(the settlement of debts by book transfers), discount and lending, did not 
occur until the middle of the seventeenth century. But England might have 
had a State issue, or the system of multiple private issues which so attracted 
Bagehot, had it not been for the unscrupulous technique of Government 
financing. After 1667 a State issue in embryo, so to speak, had come into 
being by the issue of receipts (‘‘ tallies of loan ’’) against deliveries of stores 
or cash advances to the Navy, the tallies being interest-bearing and redeemable 
in sequence out of prescribed tax revenues. But this facile system was so 
recklessly extended as to force the Exchequer to default in payment of interest, 
thereby bringing ruin upon a number of worthy goldsmiths who had been 
among its most important supporters. After this, the State could not hope 
to, and the goldsmiths were in no condition to, employ issue as an instrument 
of Government finance. The only remaining possibility was a “ public” 
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bank—and a substantial one. 

In the flotation boom of 1692-5 William Paterson—“ an overrated person,” 
who was probably a pedlar turned merchant, and who may have been no 
more than the mouth-piece of the responsible City group—seized his chance. 
He proposed to raise £1,000,000 (£1,200,000 was eventually agreed) on a 

‘ fund of perpetual interest,” that is, against the obligation of the Government, 

secured by the Ships’ Tunnage and Liquor duties levied under the authorizing 
statute,* to pay interest at 8 per cent., plus £4,000 per annum for ‘‘ manage- 
ment,’’ on the funds to be advanced to the Government by the Bank. In 
addition, the enterprise was to be incorporated with the “ privilege of banking ” 
for a prescribed term, its bills made “ under seale ’’ were to be assignable by 
endorsement, and its proprietors were to have limited liability in respect of 
borrowings of the Corporation up to the amount of its capital (any excess 
indebtedness to “ lie against the particular members ’’). 

The first instalment of aid to the State, granted on the day after the Bank 
opened for business, was paid in the form of i ‘112,000 of sealed bills (then carry- 
ing interest at 2d. per day) against delivery ‘of interest-bearing tallies. Hence 
it appears that the first Bank of England notes to reach the public did so 
through the Exchequer or other paying departments of State ; but from Sir 
John’s recital it is not clear whether this was true of the whole of the initial 
issue. A valuable passage does, however, trace the evolution of other forms 
of early notes, especially the “accountable”’ and “running cash” or 

Cashier's ’’ notes which were linked to the Bank’s deposit business and 
were akin to the modern deposit receipt ; and later we are given interesting 
details of the devices employed to encourage deposits. Sir John also pilots 
us through the confusing maze of the Bank’s capital account transactions 
and of strange expedients for Government financing in the first fifty years 
or so (and here may we confess, with humility and without offence, that the 
confusion is not always quite dispe ‘lled). 

It is perhaps a pity that the fascinating account of this early phase is not 
supported by an appendix giving textu lly such leading documents as the 
original Act and Charter, and by an authoritative analysis of the doctrine of 
exclusive privilege, later the subject of so much controversy. But these papers 
are on record elsewhere , and the legal opinions upon which the Bank eventually 
took its stand have been brought to light in recent years by Professor Gregory 
in his history of the Westminster Bz ink. No doubt it is the Paper Controller, 
and not Sir John, who is to blame for such technical blemishes (which, in any 
case, are mainly of concern to the amateur historian in search of time-saving 
references !). If so, we must readily agree that Sir John’s selective instinct 
is not at fault. For he has been able to examine in detail the Bank’s early 
attitude towards, and dealings in, Exchequer Bills: to recount the strange 
affair of “‘ ingrafting ’’ of the Tallies (whereby the Bank borrowed additional 
capital subscribed in depreciated tallies and notes accepted at par, com- 
pensated existing stock-holders by a scrip bonus, yet later repaid the whole 
of the borrowings) : and to tell at le ngth the astonishing story of the ‘‘ Sub- 
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scription for the Circulation.’’ Much of this material is mainly or wholly 
new, ’, and on these and similar matters Sir John illuminates many dark corners. 

‘ The “ Subscription ”’ tale is too choice to overlook even in a brief survey. 
It begins in 1709, when the Bank agreed to issue for the Government {2,500,000 
of Exchequer Bills, which it mainly did by paying them out against discounts 
of tallies and bills taken at especially low rates, and even in the form of its 
own dividends. But these Bills carried no right to redemption in cash, as 
distinct from notes or bills, until they had been paid away to the Exchequer 
in taxes, etc., and had then been re-issued. This restriction bore heavily 
upon the Exchequer Bill market, and in 1711, to enable the Government 
to increase its borrowings and to suppért the Bank’s own portfolio, it was 
decided that the Bank should atte mpt to make all Bills “ as good as specie,’ 
that is, to undertake to give cash even for the “ non-specie’”’ Bills. The 
Bank was empowered “to contract with others’’ for the requisite funds, 
and in 1713 raised the first of many annual subscriptions ” in aid of the 
(Exchequer Bill) “ circulation.”” It was really an underwriting transaction. 
Subscribers put up initially 10 per cent. of the nominal sum taken up, and 
received 6 per cent. per annum on the paid-up portion plus 3 per cent. on 
the whole. But as it never proved necessary to make a call, they secured 
36 per cent. on their money. 

This kind of operation was repeated annually until 1760, but throughout 
the whole period there were only two or three occasions upon which a second 
instalment had to be paid ; and although the interest and commission were 
progressively reduced, the yield was always wholly out of proportion to the 
risk. So automatic did the matter become that in 1722 it was wholly entrusted 
to the Court of Directors (as distinct from the General Court). The Board 
knew well what to do: it forthwith voted a “ subscription’ of £1,500,000 
and allotted the whole in blocks of £60,000 to each of its number, with a 
further £60,000 for the “‘ Servants”’ of the Bank. Thus was the plum cake 
- in the House and systematically apportioned, each director thereafter 

gularly turning in his list of friends to be favoured with a slice, evidently 
in return for suitable douceurs. A spicy tale, you may say; but the real 
piquancy lies in the fact that as the said friends were necessarily usually 
customers of the Bank their subscriptions, had calls been needed, never could 
have produced cash, but only a debit to their accounts ! 

This, perhaps, is the high-light of the revelations in the first volume. But, 
for the serious student, there are new facts about the evolution of the Bank 
as Government banker. Official accounts were for many years kept in the 
names of the Departmental chiefs, and thus looked like private accounts. 
But by about 1760 most of these dignatories had formed the habit of working 
through the Bank, at which, moreover, the transfer books were kept for 
some 70 per cent. of the public debt, then totalling {110 millions. By 1781, 
in the words of Lord North, the Bank had become the ‘ ‘ public Exchequer, 
in the literal sense of being the ( sovernment’s paying agent. Perhaps the Bank’s 
annual money gifts to Exchequer officers, which continued until 1797, were 
intended to console them for the steady diminution in the need for their 
services. Not until 1805-8, however, were —_ taken (by Huskisson) to 
insist that all receivers of Government moneys kept accounts at the Bank ; 
and only in 1834, when the various accounts were consolidated and Exchequer 
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tellers were finally superseded, was it laid down that gross receipts, as distinct 
from net surpluses, had to be paid in. 

Thanks, however, to expansion of the Bank’s other activities, at about this 
time its private balances began to exceed the public balances, which has been 
the normal relationship ever since. One important factor was the embryo 
development of the central reserve system. Before the “ Restriction ’’ on 

cash payments in 1797, few of the newly-formed private country banks had 

accounts at the Bank, and not until that year did the Bank permit discount 
accounts to London bankers. By 1825, 50 out of the 70 London banks had 
drawing accounts, and one major result of the crisis of that year was a tendency 
for them to keep bigger balances and to drop the habit, formed during the 
“ Restriction,” of re-discounting at the Bank. 

We are not told how the Bank adjusted its reserve policy to this changing 
situation, but it is clear that its practice, except during the Restriction years, 
was conservative. The normal ratio of bullion to notes and deposits seems to 
have been around 40 per cent., sometimes rising towards 50 per cent., and 
only rarely (in war years) dropping under 25 per cent. In 1830, however, 
shortly after the formal rescission of the notorious 1819 resolution affirming 
that reduction in the circulation could not help to produce a favourable 
exchange, there was a specific internal enquiry, the results of w hich were clearly 
the basis of what has usually been called Horsley Palmer’s “ Rule of 1832.” 
por extreme range of fluctuation of the note-issue, it was agreed, was normally 
{2.8 millions and that of the private deposits {1.2 million, these two items 
requiring reserve cover of £4 millions and £2.4 millions respectively, with no 
specific cover for the public deposits. The normal reserve was thus put, 
roundly, at £7 millions. If it fell below this, the Bank ought to take “ direct 
action’”’ on the circulation by sales of securities. Otherwise, in times of 
adverse exchange, the movement of gold should be allowed to have its full 
effect on the circulation ; and conversely (but only so far as practicable) when 
the exchanges were favourable.§ 

This formula, which was never fully applied, has evident resemblances 
to the fixed fiduciary issue principle of the Act of 1844. On this principle, 
Sir John’s researches are particularly illuminating. It is now revealed that 
almost the whole structure of the 1844 system was evolved within the Bank. 
As early as 1840, J. G. Hubbard—then a new recruit to the Bank board, 
but destined to stay with it for half a century—suggested the lines of the 
future “ new” Bank Return, and a pro forma internal statement separating 
the “Circulating ’’ and “ Banking’”’ Departments was actually issued in 
February 1840. Moreover, it was then considered that {12 millions of notes 
could safely be issued against se curities, with a further £2 ‘millions, also against 
securities, as the counterpart of ‘‘ unemployable deposits. Here, in 1840, 
was the {14 millions fiduciary issue of 1844. As Sir John puts it, what was 
called Peel’s Act was already stirring within the womb of the Bank. ‘ The 
Old Lady is big with child. But a court of law could not have implicated 
Peel. He was not yet in office.” 

In early 1844, wher n Peel first intimated that he was ready to act, the 





§ For a detailed discussion co the theory of credit and note-issue control before 1844, and 
of the effects of the changes produced by the Bank Act, see E. Victor Morgan’s article, ‘‘ The 
Bank Charter Act of 1844,” in the March issue of The Banker. 
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Governor and Deputy-Governor, without consulting the rest of the Board, 
promptly sent him a long memorandum, advocating the prohibition of fresh 
private issues and stabilization of existing ones, the separation of the two 
departments of the Bank, and a fixed fiduciary issue increasable on the 
authority of three Ministers of the Crown. Peel stuck fast on this last point 
(as did his successors until 1928) and also would renew the Charter for only 
ro years instead of the 20 for which the Bank had asked. But he otherwise 
followed Cotton and Heath’s proposals so closely—his famous memorandum 
to the Cabinet was based on theirs to him—that his Chancellor, Goulburn, 
found it expedient to write privately to the Governor, explaining that he and 
Peel wanted to make it plain “‘ that we have not entirely yielded to you.” 
This inner history goes far to explain the policy of the Bank in the three 
dangerous years which culminated in the crisis of 1847, and the very literal 
interpretation which the board gave to the so-called “ principle”’ of the 
Act, the principle that, as the note-issue had (it was supposed) been put 
beyond the reach of “‘ management,” the Bank in its banking department 
was as free as any other bank and had a positive duty to employ any excess 
banking reserve. Sir John takes the view that the criticisms, both old and 
new, of the Bank’s very liberal lending policy in these pre-crisis years have 
— rather over-done. But the argument is not wholly convincing on a 
letailed examination, partly because it overlooks the psychological and 
lead effects of such libe rality, and partly because it judges the volume 
of lending by the income the refrom (this is the usual practice throughout 
the book), yet does not allow for the very substantial changes in the rates 
charged. Tooke, one of the hottest critics both of the Bank and of the 
“principle ’’ of the Act, was more right than he knew when he said that, at 
all events, the Bank directors could not be reproached by the promoters of 
the Act. But Sir John’s sly dig at him for that is surely misplaced. Criticism 
of the directors for failing to see the danger and fallacy in the principle can 
hardly be answered by disclosing that they were themselves the main authors 
of that principle. The Bank now seems more, not less, to blame for the 1847 
disasters than it did before. 

On this point, as on several comparable ones, it is hard to avoid the feéling 
that, through four years of hospitality, Sir John has to some extent fallen 
under the spell of the Old Lady’s charm—and to her intimates, at least, she 
has very great charm. In his verdicts upon the Bank's part in the troubles 
of 1808-9 and 1825, for example, and in his comments upon the anxious 
flutterings of Bank rate in the early seventies, he is certainly distinctly more 
generous than most other commentators have-been. And he seems quite 
displeased with Bagehot for joining issue so successfully with the rather 
foolish Hankey in 1866. 

But it would be presumptuous to be dogmatic in such matters, and churlish 
to strain at what (to the present writer) look like flaws in emphasis, in a 
work which so greatly widens our horizon. For the serious student, there 
are valuable new details of the important changes in discount rules of 1851, 
1878, 1883, 1890 and 1912; though available records, regrettably, have not 
sufficed to shed much further light upon the significant rule of 1858 when, 
following their very heavy borrowings during the 1857 crisis, the discount 
houses and brokers~ were precluded from discounting and borrowing at the 
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Bank except by means of the special quarterly advances. These advances 

as an historical survey by the prese nt writer in the March issue of THE BANKER 
showed,* were fore-runners of ‘“ open market ’’ technique by the Bank, on 
which important matter Sir John gives some excellent inner data. There 
are, for example, many facts about Bank short-term borrowings on Exchequer 
Bills and ¢ ‘onsols, from 1827 onwards, the loans being raised through Mullens, 
Marshall, and occasionally through Morgans and Barings ; from which account 
a emerges oe curious fact that the Bank never knew whence Mullens 

got the money 

Of real moment, too, are the additional facts about behind-the-scenes 
negotiations at times of crisis. For the first. time (within the present writer’s 
knowledge) we learn full details of how the Bank secured aid from the Bank 
of France and from Hamburg in 1839. We learn, also, that Governor 
Lidderdale’s part in the 1890 negotiations for the rescue of Barings makes him 
an even bigger man than had formerly been supposed. He had to threaten 
to throw out all Barings’ bills before the Government would agree to participate 
in the guarantee arrangements ; and without that participation the whole 
plan would have collapsed. Significant, too, as an indication of the spirit 
of the money market at that time, is his later comment that the joint-stock 
bankers were such a “ stifi-necked and rebellious race ’”’ that he almost wished 
that he had not prevented the panic which would have taught them all they 
needed to learn. 

Such facts as these are the high-spots in the material which Sir John has 
brought to light, and they should amply suffice to show the great worth of 
his contribution. There is, of course, much more besides, but in the second 
volume most of it is of the same general kind. That is to say, it represents 
concrete and detailed fact; there is relatively little fresh evidence about 
principles and policies. The reason is readily apparent. The Governors, 
the Directors, the keepers of records and minute books were not economists 
or theoretical financial experts ; they were busy merchant bankers and (more 
or less ordinary) practical men. If they had profound thoughts on the issues 
with which they dealt (and most of them almost certainly had not) they did 
not set them down on paper. The minute books in the eighteen-seventies 
are = ‘scribed as “ formal and jejune. 

r John has had the key to the great Treasure-house and has found within 
many exciting trinkets and a number of rare gems, but the really massive 
treasure was either never there or has largely disintegrated with the passage 
of years. That is not to say that his second volume is not of very great im- 
portance. On the contrary, it is in one sense of even greater importance than 
if he had made major and revolutionary discoveries. 

On a rather broad generalization, it can be said that his researches on the 
later period, and all the available material in the Bank, demonstrate that our 
existing knowledge and our existing judgments were more accurate and com- 
plete than we could reasonably have expected. There will be no need to re- 
write, but only to annotate, the earlier histories. We now know that, on the 
whole, our knowledge of the period since, say, 1797, rested on sure foundations. 
And that assurance is of the utmost value. To the historian and student 
it is, indeed, even more valuable than the stream of new facts and detailed 
incidents which will delight the general reader. 


* The Hidde n Hand: Manceuvres Old and New 
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Britain’s Unlimited Liability War 
By Paul Bareau 


A\stening ae amount of official information on the growth of Great Britain’s 





sterling debt, arising out of the war, has recently been given. Last 

April the Chancellor of the Exchequer announced that, apart from sales 
of external assets amounting since the beginning of the war to about {£1,000 
millions, this country had by the end of 1943 accumulated sterling debt to 
the amount of about £2,000 millions. This total, it may be noted, compares 
with an aggregate figure for external disinvestment of £2,843 millions, as given 
in the latest W hite Paper on the sources of war finance—a figure which 
includes sales of securities and gold as well as external borrowing (such as 
the Reconstruction Finance Corporation loan) and the accumulation “of sterling 
debt to Empire and other countries. In comparing this disinvestment figure 
with the Chancellor’s somewhat larger aggregate, it must be remembered that 
both exclude the sterling balances maintained i in London by overseas countries 
on the outbreak of the war. These may be estimated as somewhat in excess 
of £300 millions. At Bretton Woods, Lord Keynes, stressing that Britain, 
like Russia, had fought this war on the principle of unlimited liabi ility, state .d 
that by the end of 1944, given the present rate of accumulation of sterling 
debt by Britain, the total of that debt would reach about £3,000 millions. 
‘his figure apparently includes the pre-war “ normal” balances. Allowing 
for further debt repatriations—for example, the {11,000,000 of Australian 
loans due to be repaid next October and the re purchase by India of certain 
public utility undertakings—the rate of external disinvestment by this country 
is, on this evidence, increasing again. According to the White Paper, this item 
amounted to {756 millions in 1940, £797 millions in 1941, £635 millions in 1942, 
£655 millions in 1943. It is likely to be more than £700 millions in 1944. 

It is of interest to analyze the more important constituent items of this 
sterling debt, to obtain by process of deduction an indication of the size of 
the items for which no figures are published, to measure the extent to which 
in each case the accumulation of sterling debt has been checked by the re- 
patriation of longer-term debt and, finally, to split up the residual item into 
its three main components: sales of gold, of dollar securities and of dollar 
balances. 

The largest of the holders of abnormal sterling balances, their holdings 
at the end of 1943 and, for some of the larger countries, such earlier figures 
as are available, are shown in the followi ing table : 


(£ million) 


End of: 1940 1941 1942 1943 

India owe ae eS ‘i 140 215 304 042 
Eire ae on rad a 89 103 125 138 
Canada .. i ea - — 110 155 157 
Egypt _ i 50 go 142 195 
Australia and New Zeal: and ie 90 70 95 105 
Malaya .. - ae x — 55 58 58 
Argentina. . - Re a — — 17 : 
Portugal .. se = an 13 47 34 4- 
South Africa ia - - I 6 I 13 
Currency Boards.. Pies aa 30 35 45 70* 
Total.. ez Ns - 413 737 976 1,402 





* Most of the fi gures are for March 1943 
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The main gaps left uncovered by the above table are: the various Middle 
Eastern countries which, owing to heavy Allied expenditure, have accumulated 
substantial sterling balances; the South American countries, other than 
Argentina; the heavy sterling balances maintained by Indian exchange 
banks over and above the amount required to meet their sterling liabilities ; 
and various loans to the Treasury from Allied Governments (the } Netherlands 
Government for example) which never acquired much importance and which 
have considerably diminished in size since the beginning of 1942 ; and finally 
the investment of compensation money for sunk ships paid to Allied Govern- 
ments, notably to Norway. 


India’s holding of £642 millions at the end of 1943 had by June 30 grown to 
£752 millions. The deceleration in the growth of this item was not due to 
any fresh debt repatriation, though some new operations involving the transfer 
of ownership of utilities and of a colliery in Hyderabad have since been 
announced. Another brake has been in operation—that of official gold sales 
in the Indian open market. The proceeds of these sales have gone some way 
towards covering British and American expenditure in India and have there- 
fore been instrumental in keeping down the rate of accumulation of sterling 
debt to India. The size of these official sales cannot be estimated with any 
accuracy. In so far as the gold in question is obtained from the U.K.’s 
reserves, or from producing countries within the Empire to which the U.K. 
becomes indebted in sterling, they are as much an example of external “ dis- 
investment ”’ as would be the equivalent increase in the British sterling debt 
to India (though care must be taken not to count it twice, once in the debt 
owing to the producing country from which the gold was bought and again 
in estimating the turnover on the Bombay market). 


[he sterling debt repaid by India from the beginning of the war to the 
end of 1943 was £348 millions. The debt in question amounted to £360 
millions before the war and was progressively reduced to £240 millions by 
March 1941, {66,500,000 by January 1943 and {12,250,000 by January 1944. 
To this total of £348 millions should be added about {10 millions, representing 
the repatriation of private capital—sales of estates and public utility debt. 
A iurther substantial amount of £150 millions will later be transferred to the 
Treasury to provide capital for sterling pensions and provident fund charges 
of the Government of India amounting to between {5 millions and £6 millions 
a year, but the operation has not yet been completed. When it is completed, 
the British Treasury will have the annual charge of these remittances which 
are now borne by the Government of India. Allowing for the fact that 
India held about {60 millions of sterling assets on the outbreak of war, it 
will be seen that the cz ipital position between that country and Great Britain 
had shifted by about {940 millions up to the end of 1943. The shift is probably 
gathering pace owing to the increasing scope of South-East Asia Command 
operations, but at the moment the impact of this on the capital relationship 
of the two countries is being softened by sales of gold. It should be added 
that the sterling held by the Reserve Bank of India is not the only “ abnormal ” 
sterling held on Indian account. The Indian exchange banks also hold 
large balances in the London market. 


The position in Eire has not been disturbed by large-scale debt repatriation, 
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since there is no sizeable Irish debt held here. The growth in sterling assets 
represents the excess of the Irish banks’ external assets over external liabilities 
and the increased holdings of sterling securities by the Currency Notes Fund. 
Though there has been no debt repatriation, it is more than probable that 
Irish investors have lived up to their tradition of acquiring sterling investments. 
Brokers doing regular business with Eire have experienced a continuous 
demand from their Irish clients for good equity and other securities of com- 
panies registered in Britain. The v olume of this business is difficult to estimate 
but it probably accounts for a total of about £5 millions since the beginning 
of the war. At the beginning of the war, Eire held sterling balances of £69 
millions, or exactly half the total held at the end of 1943. On this basis 
it would seem that the capital position between Great Britain and Eire had 
since September 1939 moved against this country to the extent of about £74 
millions. 


The Canadian item is easily explained. It is the residual of the sterling 
which Canada accumulated in payment for war supplies to this country 
after Britain’s supplies of Canadian dollars gave out This sterling was 
converted into an interest-free loan when Canada began financing her war 
supplies to this country, first through the $1,000 million ‘ ‘ gift,’ then through 
the machinery of mutual aid and ‘without the creation of any monetary or 
other debt. Up to the end of 1942, $800 millions of Canadian debt previously. 
held in this country had been repatriated. This, according to the Canadian 
Finance Minister, speaking in July 1943, left U.K. holdings of Canadian 
securities at the end of 1942 of $586,go00, 000 in dollar, and £107,700,000 in 
sterling, securities. Mr. Isley adde o that “‘ to force liquidation of the remain- 
ing British-owned assets would be harsh and would interfere with Canada’s 
post-war trade, since Great Britain would be less able to purchase or find it 
necessary to se ‘ll more in the Canadian market to maintain a high level of 
imports.” Adding the size of the interest-free sterling loan to the amount 
of Canadian debt repatriated, a total of about £337 millions is arrived at. 


In the case of Egypt, the amount of the sterling debt includes one known 
item—the holding of the National Bank, which was £95 millions at the end 
of last year—and the substantial but not generally known item of sterling 
held here for various Egyptian banks, institutions and private persons. The 
total of this may be estimated at about {100 millions. This privately-held 
sterling is almost wholly a wartime growth. The National Bank’s holding 
shows an increase of £76 millions since the war. The Egyptian delegation 
at Bretton Woods recently gave the sterling debt owing to Egypt as £250 

nillions, but did not indicate the date to w hich the figure applied. In addition 
to these increases in sterling assets, account must be taken of an outright 
repayment of {21,500,000 in sterling debt. Holders of the Unified Debt and 
Preference Loan were last year offered conversion into a domestic loan or 
repayment in cash. The amount of the sterling debt in question was 
£85,500,000. The conversion applications amounted to £42.000,000 in Egypt, 
£4,500,000 in London and £500,000 in other centres inly Geneva. Of the 
unconverted portion, amounting to some £39,000,000, the amount already 
repaid at the end of 1943 was {21,500,000 (almost wholly held in London), 
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while the repayment of the remainder must be deferred until conditions in 
Europe permit, the bulk of this balance being held in enemy occupied countries. 
Thus British disinvestment vis-a-vis Egypt since the war would appear to 
amount to about £198 millions. 


Australia had increased her sterling balances between September 1939 
and the end of 1943 by £51 milliogs, and over the same period had made pro- 
vision for repaying sterling debt amounting to {£4,500,000. Further re- 
payments totalling {11,000,000 are due to be made next October. In the 
case of New Zealand, the sterling assets have risen by £24 millions from the 
outbreak of the war up to the end of 1943. For these two countries, therefore, 
the total disinvestment would appear to have amounted to about {£80 millions 
up to the end of 1943. The rate of accumulation of Australian sterling balances 
has recently been increasing and by last April this item had topped the £100 
million mark, as compared with the figure of £74 millions for the end of 1943. 


Argentina’s sterling balances, which amounted to {42 millions at the end 
of 1943, are in whole a product of the war. In December 1943 the Argentine 
Government repaid sterling debt amounting to £16 million, representing the 
44 per cent. Conversion Loan and the Mixed 4 per cent. loans. Plans are 
afoot for the complete repayment of the Government sterling debt, amounting 
to £31 millions. In addition, Argentina is preparing to take over certain 
British investments in utility concerns, with the Primitiva operation as a 
somewhat ominous introduction to the programme. This had not affected 
the sterling assets position by the end of 1943 and at that date the British 
disinvestment in Argentina would seem, therefore, to have amounted to about 
£58 millions. 


South Africa has made a point of maintaining no more than the minimum 
working balance in sterling and has invested the whole of its balance of pay- 
ments surplus in gold. At the end of 1943, the Reserve Bank held £13 millions 
in sterling Treasury bills, or £6 millions more than it held on the outbreak of 
the war. During the intervening years, South Africa had repatriated £75 
millions of sterling debt in two massive operations, the first for £32 millions 
in October 1941 and the second for £43 millions in December 1942. In 
addition to this repayment of public debt there has been a persistent re- 
patriation of South African shares previously held by British investors. Gold 
mining shares have been the main constituent of this flow, which is estimated 
by the end of 1943 to have amounted to about {15 millions. Britain’s dis- 
investment vis-a-vis South Africa from the beginning of the war to the end 
of 1943 appears, therefore, to have amounted to about {£96 millions. 


The growth of Portugal’s sterling assets is wholly a wartime phenomenon. 
3y the end of 1943 the foreign exchange resources of the Bank of Portugal 
amounted to {42 millions. The bulk of this represented sterling. The 
Portuguese Government early in 1943 announced the compulsory acquisition 
of foreign-owned utility companies. The capital involved is about {10 
millions—mainly British and Belgian—but no transfer of ownership has yet 
taken place. 


The British disinvestment in the above-mentioned countries can thus be 
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summarized as follows: 
In £ millions 








Increase Total 
in { Debt dis- 

assets repatriated investment 

To end 1943— 

India we ace ce sf os 582 358 940 
Eire 69 5 74 
Canada 157 180 337 
Egypt iia ie i 176 22 198 
Australia and New Zealand 75 5 80 
South Africa 6 90 96 
Argentina.. 42 16 58 
Portugal 42 —_ 42 
Total Aa ae is ‘i 1,149 676 1,825 
Other countries given in Table (I)*_ .. 13 — 13 
Total és aa iz ne 1,162 676 1,838 








* Assuming the total pre-war balances at £250 millions 
The gap between the above total of £1,838 millions and the White Paper 
disinvestment figure of £2,843 millions must be largely filled by the sale of 
British assets to the United States. Exact figures of these transactions were 
provided by the U.S. Treasury up to September 1941, since when very little 
British disinvestment in the United States can have taken place. The main 


items of these sales were as follows: 
$ million 





Gold .. re ie own id os 1,887 
Dollar balances a _ sis oe 231 
Marketable securities es = ca 72: 
Direct Investments ‘ on - 115 

Total .. “ss - mm aa 2,056 


(= £739 millions) 

Adding this figure of £739 millions to the £1,838 millions of disinvestment 
indicated in the previous table, a grand total of £2,577 millions is obtained. 
This compares with the White Paper aggregate of £2,843 millions. The 
correspondence between the two figures is reassuringly—one might add, 
surprisingly—close. The margin between them is accounted for by the 
various unknown items referred to in the comments on the table showing the 
growth in the sterling balances of overseas countries. 


Hire Purchase Finance & Service 


For MACHINERY, PLANT, MOTOR VEHICLES, etc. 


The highly specialised services of Mercantile Credit Co. Ltd. are supple- 

mental to those of the Banks and financially supported by the Banks in 

generous measure. Bankers may unhesitatingly recommend Mercantile 

Pi ; Credit services to their clients for those occasions when hire purchase is 
seprahetaiand required and may properly and conveniently be used for the purpose of 
their business by those engaged in the war effort and essential services. 


MERCANTILE CREDIT CO. LTD. 

EAST INDIA HOUSE, 208a REGENT STREET, LONDON, W.! 

Telegraphic Address. Subsidise, Wesdo, London. Telephone: Regent 074! (8 lines). 

Main Branches at CARDIFF, COVENTRY, GLASGOW, LEEDS, MANCHESTER, EXETER 
and NEWBURY. 










or telephone 
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The Banking Half-Year 


HE most momentous banking event of the past half-year was, of course, 
"[ the retirement of Mr. Montagu Norman, terminating—unfortunately 

on the eve of the centenary celebrations—the most distinguished 
Governorship in the history: of the Bank, and one which covered almost 
exactly one-tenth of the Bank’s first quarter-millennium of existence. 
Considerable interest was aroused by the evidence presented to the Company 
Law Amendment Committee on behalf of the Committee of London Clearing 
Bankers and of the Managers of the Scottish Banks, and there has been much 
discussion of the pros and cons of industrial banking, arising out of the reference 
to more liberal lending policies after the war contained in the chairmens’ state- 
ments. Yet another increase in discount market capital has been announced and 
a fifth member of the market has published its balance sheet for the first time. 
There has been one further increase of £50 millions in the fiduciary issue, 
making the twelfth since the outbreak of war. So far as actual banking 
trends are concerned, by far the most significant has been the reversal, now 
unmistakeable, in the downward trend of advances formerly in progress since 
the outbreak of war. 





In reviewing the position at this time last year, the chief impression left 
by the figures was that of a distinct check to the pace of credit expansion 
compared with 1942. Indeed, it was already clear at that time that our 
war effort was nearing its peak and that the national income in turn should 
consequently be nearing stability after the rapid expansion of the previous 
years. The question therefore arose whether we might be approaching a 
period in which virtually the whole of the deficit would be covered | by sources 
of finance other than borrowing from the banking system, and in which any 
further expansion in the volume of bank credit would be on a limited scale. 
In the result, events have not taken this course. On the contrary, as will be 
seen from the table below, the expansion in deposits over the twelve months 

» June 1944 was as much as £470 millions, which is rather more than £100 
millions greater than in the preceding twelve months. 


CLEARING BANK RETURNS 


(£ millions) 





Change on: , June 1943, change on: 

a yore = (eee Sr 

June, Dec., June, June, | Dec., June, 

1944 1943 1943 1939 1942 1942 

Deposits os 2,200.1 68.5 + 469.8 1,881.4 | 1.8 + 367.5 
Cash .. ee 27.0 L 4.8 40.4 + Mis | — 8.8 4+ 31.9 
Call Money .. 184.7 33.7 + 19.7 34.9 | + 22.8 + 17.8 
Discounts os 202.4 + 69.8 - 33.6 - 46.3 — 33.5 — 66.0 
T.D.R ee 1,245.5 61.5 387.0 + 1,245.5 — 37.0 316.0 
Investments .. 1,169.1 + 15.6 10.2 _ 568.9 + 38.8 + 100.7 
Advances - 770.2 27:2 26.4 — 217.1 | — 28.9 — 656.3 


Taking the first half of the year alone, deposits in the past six months 
have risen by £68 millions, compared with only £2 millions in the corresponding 
period of 1943 and an actual decline of {66 millions during the first half of 
1942. Considered in isolation, these figures suggest an actual acceleration 
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in the pace of credit expansion over the past two years. Any such con- 
clusion would, however, be completely misleading as an index to the change 
in the public’s holdings of liquid assets as a whole. 


In the first place, in making comparisons be tween different years, an 
adjustment is needed for changes in the item of ‘“ cheques and balances in 
course of collection,’’ which do not follow a completely seasonal pattern. (To 
obtain a true picture of “‘effective’’ deposits, one would have also to allow 
for changes in “‘ items in transit,”’ but, unfortunately, these are now shown 
as a separate item only by one bank). In assessing the liquid position of the 
public, again, it is not the change in gross deposits which is significant, but 
that in net deposits: that is, one has to take into account changes in the 
outstanding total of advances. Until the end of 1943, the indebtedness of 
the public towards the banks was progressively declining, so that the increase 
in the liquidity of the public was actually somewhat greater than that indicated 
by the rise in gross deposits. During the past half-year, however, the position 
in this respect has been reversed and the increase in holdings of bank deposits 
has been partially offset by a net increase in the indebtedness of private 
borrowers towards the banks. Finally, changes in the volume of actual 
bank credit now have to be read in conjunction with changes in the out- 
standing issue of tax certificates, which are subscribed almost entirely out 
of funds that would otherwise be held in the form of bank deposits and, from 
the point of view of their owners, serve almost exactly the same purpose as 
an actual bank balance. 


Allowance for these various factors has been made in the following table : 
DEPOSITS AND TAX CERTIFICATES 
Change in £ millions 


January—June 




















aT, 

1940 1941 1942 1943 1944 

Deposits unadjusted .. aa i + 28 + 146 — 66 + 2 + 68 
Increase (—) or decrease (+) in 

cheques and balances ne - + 2 — 20 + 16 + 21 + 16 

Effective '’ deposits er a + 30 + 126 — 50 + 23 + 84 
Increase (—) or decrease (+) in 

advances wi an cn a + 40 + 47 o 6 + 29 — 37 

“Net ’’ deposits sia ae om + 70 + 173 — 44 + 52 + 47 

Tax certificates i ty is -- —- + 265 + 44 — 22 

“Net liquid assets”’ .. i whe + 70 + 173 + 221 + 96 + 25 


On this basis, the figures indicate a wery pronounced check to the rate of 
credit expansion during the past two years. It will be seen that the net liquid 
assets of the public (othe r than currency) were rising at a progressively more 
rapid rate during the first three war years, the increase reaching a peak of 
{221 millions in the first half of 1942. Thereafter there has been an -abrupt 
decline to only £96 millions in the first half of 1943 and no more than {25 
millions during the past six months. 


The trend of tax certificates is analyzed in greater detail in the next table. 
It will be seen that during the revenue quarter this year certificates for the 
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amount of no less than {236.8 millions were presented in payment of tax, 
millions. 


exceeding new subscriptions during the period by £84.8 


TREND OF 


TAX CERTIFICATES 


Outstanding 


(£’000) (end of 
i Net period) 
Quarter : Subscribed Redeemed Subscriptions {m. 
1941 IV 16,800 16,800 16.8 
| 

1942 I 175,100 335 174,715 191.5 
Il 945,000 5,236 90,764 282.3 

Il 118,200 22,642 95,558 377.8 

IV 115,550 22,954 92,596 170.4 

1943 I 149,200 167,041 26,84 $45.6 
II 112,750 $1,935 70,815 } 14.4 

III 131,250 62 ” 68,562 83.3 

1\ 120,650 930 63,720 647.0 

1944 I 152,000 236,812 84,812 562.2 
I] 116,600 53,594 63,006 625.2 


Government finance naturally remains the dominant influence on banking 
trends, and changes in the volume of bank credit have to be judged in re lation 
to the size of the current deficit to be financed The next table shows the 
revenue deficit by half-yearly periods since the middle of 1939, and the extent 
to which this was covered by war savings and net purchases of tax certificates. 
The “uncovered” balance represents the margin to be covered by other 
sources of finance, primarily borrowing through the banking system or increases 
in the public’s callings of bank notes, but including also subscriptions to 
Treasury bills by quarters outside the clearing banks. The latter would be 
chiefly countries requiring a short-term investment for their 
accumulating sterling balances, though no doubt Treasury bills continue to 
be taken up on a small scale by domestic institutions other than clearing 


overseas 


banks. 
REVENUE, SAVINGS AND TAX CERTIFICATES 
(£ millions) 
Savings Tax 
Half irly INC VE ————__~—_____—— ~ Certs ** Uncovered ”’ 
Periods Deficit Smail Large Total (net) Balance 
1939 Il .. 177 i] -— 1 - 136 
1940 I $51 10 13 253 -— 208 
lI 1,449 »6Y $44 713 —- 736 
1941 I 1,258 337 94 931 - 27 
Il 1519 274 4 S14 17 6388 
) 2 Tete) 
1942 I L163 34 591 945 265 —— 42 
II 1,545 ) 477 145 L838 LDS 
1943 I 1,332 44 724 1170 +4 168 
Li 1,521 292 £40 732 l 656 
1044 a <a 1,180 135 656 1021 — 22 LLi 


volume of bank credit 
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en that in the first half of 1942, when th 


£66 millions, war savings and 
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tax certificates fully covered the current deficit with a balance of £42 millions 
to spare. Although the current deficit in the first half of 1944 was over {200 
millions lower than in the corresponding period of 1943, this reduction in 
the amount of finance required was partially offset by a decline of £79 millions 
in savings and a net reduction of £66 millions in finance through tax certificates. 
Hence, the uncovered balance was only £57 millions lower at {111 millions. 
That the rise in bank deposits was actually greater in the past half year is 
explained largely by the reversal of the advances trend. 


On the assets side, as is brought out in the next table, the chief contrast 
between January June 1944 and the first half of 1943 was the recovery of 
£37 millions in advances, against a decline of £29 millions, while the expansion 
in investments has now slowed down to very small proportions indeed. Asa 
result of the recovery in advances, however, the past six months has seen a 
combined increase of nearly £53 millions in the two main earning assets, 
compared with only {10 millions in January to June 1943. 


CHANGE IN DEPOSITS AND MAIN ASSETS 


(£ millions) 


Money 

Market 
Jan.-June Deposits Assets T.D.R. Investments Advances 
1940 ‘ ev + 28.5 + 41.9 — + 26.9 — 39.5 
1941 hs Ae + 145.9 — 87.5 + 163.5 + 108.8 — 46.8 
1942 ‘ a — 66.1 126.9 — 215.5 + 59.7 — 6.4 
1943 “ws és + 1.8 61.3 — 37.0 + 38.8 — 28.9 
1944 asa en + 68.5 + 103.5 — 61.5 + 15.6 + 27.3 


The half-year, it will be noted, has witnessed an appreciable recovery in 
money market assets, in part at the expense of Treasury deposit receipts. 
The double increase in the weekly Treasury bill offer from {90 millions to 
£110 millions in April last, which was obviously intended to permit a restora- 
tion of the banks’ money market assets from the low point touched in March, 
has in fact achieved this purpose to a quite appreciable extent. This result 
is to some extent unexpected, as throughout the period the weekly call for 
T.D.R. subscriptions has pe rsistently been pitched so high that very con- 
siderable special buying of bills has been needed to maintain reasonably 
comfortable credit conditions. Between the end of March and the end of 
June, the nominal increase in the outstanding tender Treasury bill issue was 
in fact {210 millions, of which only {119 millions found its way into clearing 
bank money market assets (assuming the movements in these to be due entirely 
to changes in Treasury bill holdings). 


Some trends in T.D.R. finance are analyzed in the next table. An interest- 
ing movement is the very great increase since the beginning of 1943 in the 
proportion of receipts enc ‘ashe d during the same half-year in which they were 
issued. Of the total pre-encashments of £324.5 millions in the first half of 
1942, it will be seen, no more than £47.0 millions, or 14.5 per cent., represented 
deposit receipts issued within that half-year, although the pressure for liquidity 
was such that pre-encashments amounted to more than 60 per cent. of the 
maturities for the period. At that time, in other words, it would seem that 
the banks were following quite definitely a policy of presenting for encashment 
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those Treasury deposit receipts having the shortest remaining life. More 
recently, this policy would seem to have been almost exactly reversed. Thus 
in the past half-year, although maturities were supplemented by pre-encash- 
ments to the extent of only 33.9 per cent., close on three-quarters of the pre- 
encashed deposits had been issued within these six months. 


T.D.R. FINANCE BY HALF-YEARS 











| Ratio of 
Outstanding} Maturities in period : Pre-encashments in period : pre-encash- 
beginning | As % of Of which issued | ments to 
of period | outstanding: | Total within period : | maturities 
{m. } fm. |} gm. £ % % 
1940 I — — —_ | 48.5 48.5 100.0 — 
1941 I 338.0 312.5 92.5 93.5 68.0 972.9 29-9 
II 519.0 | 466.0 89.7 122.0 69.0 56.6 26.2 
| 
1942 I 811.5 | 534.0 65.8 | 324.5 47.0 14.5 60.8 
II 591.5 516.5 87.3 | 137.0 62.0 45.2 26.5 
| 
1943 I 966.5 | 865.5 89.6 370.0 269.0 72. 2.7 
II 925.5 863.5 93-3 ; 204.5 142.5 69.7, | 23.7 
| 
1944 I 1,401.0 1,289.5 92.0 | 435.5 324.0 74.4 33-9 


As usual, there is little in the movements as between individual banks 
which calls for particular comment. On the year, the largest rise in deposits, 
both absolutely and relatively, is shown by the Midland Bank, with a rise 
of £133.1 millions to £890.2 millions. As a result, the m margin between the 
deposit figures of the Midland and those of Barclays, which last June had 
narrowed to only {23.3 millions, has widened again to £53.4 millions. With 
investment holdings approaching stability and the trend of advances in process 
of reversal, it is natural to find some divergent movements in these items. 
Thus, in the case of investments, a relatively large rise of £5.5 millions in the 
holdings of the National, and of £7.1 millions in the case of the District, 
contrasts with a drop of £8.7 millions shown by the National Provincial. 
Similarly, changes in advances range from an increase of {16.0 millions for the 
Midland to a contraction of {10.7 millions shown by Lloy ds. Proportionately, 
the sharpest fall in bills discounted is a drop of close on two-thirds in the 
District Bank’s portfolio to no more than £3.6 millions, a movement that 
must presumably be read in conjunction with the appreciable rise in advaces 
shown by that institution. For the purposes of record, the usual tables are 
appended opposite. 


Once again, the June dividends contain no surprises. The current rates 
of distribution are shown in the table below: 


CLEARING BANKS’ DIVIDENDS 


Bi i945 1944 Bank 1943 1944 


Total Int. Int. Total 
} ¢ . oy a A 
Barclays ‘“‘B” i 7 14 7 | District ‘‘ A” ik 9} 18} 9} 
( A” a 6 12 6 Martins aca ; 74 15 74 
Midland ‘ a 8 16 8 | National ia es 5 10 5 
National Provincial .. 74 15 74 | Williams Deaco~'s 


Westminster (/4) ~~ v 18 9 or. Sia aa a 6} 123 64 
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CLEARING BANKS’ 


(£ millions) 














LIABILITIES AND ITEMS IN COURSE 
























































Capital and Deposits, Acceptances, Cheques and 

Reserves etc. etc. Balances 
June June | June | June June June June June 
1943 1944 | 1943 | 1944 1943 1944 1943 1944 
Barclays . . 27.1 27.1 733.8 | 836.8 | 16.1 15.6 27.6 30.3 
Lloyds 25.8 25.8 653.4 | 740.3 | 18.7 22.7 27.9 28.8 
Midland .. Pe 28.1 28.5 757.1 | 890.2 15.1 12.0 27.8 34.7 
National Provincial 18.0 18.9 476.7 | 529.1 11.0 10.9 20.0 24.1 
Westminster 18.6 18.6 493.7 543.5 ae 12.9 21.4 23.7 
Coutts 2.0 2.6 34.0 38.3 1.1 2.2 1.3 1.3 
District 6.0 6.0 147.9 | 154.4 3.4 3.0 5.4 6.1 
Glyn Mills 1.9 1.9 62.5 59.8 5.6 5.5 2.9 4.3 
Martins 7.8 | 7.9 | 165.5 181.8 9.4 8.7 4.5 7.8 
National .. aes 3.7 | 2.7 45.6 61.9 0.3 .4 a 3 
Williams Deacon’s 2.9 | 2.9 70.2 73.4 | 2.9 2.2 4.5 4.1 

CLEARING BANKS’ LIQUID ASSETS 
(£ millions) 

Cash in Hand Money at Call Discounts Pa. 'S 
June June June June June June June June 
1943 1944 1943 1944 1943 1944 1943 1944 
Barclays .. 76.7 86.5 26.4 25.5 50.6 45.2 186.5 276.0 
Lloyds .. 71.2 77.1 26.3 31.0 45.6 38.2 147.5 227.5 
Midland .. a 84.8 92.7 29.4 34.5 52.2 49.9 193.5 290.0 
National Provincial 47.7 655.5 a.6 6 |62.F 20.5 26.2 119.5 168.5 
Westminster 50.0 56.3 25.0 32.7 35.4 23.8 105.0 152.0 
Coutts 3.6 3.8 3.3 4.1 1.3 1.5 4.5 6.5 
District 15.5 16.5 §.2 §.5 9.7 3.6 40.5 44.5 
Glyn Mills 5.4 6.2 7.8 9.0 1.2 1.8 5.5 7.5 
Martins 17.9 18.4 7.6 5.6 7.6 7.9 40.0 54.5 
National .. oa 6.0 6.3 6.7 8.9 0.9 .8 1.0 1.0 
Williams Deacon’s 7.8 7.6 5.7 4.0 | 2.0 1.4 15.0 18.5 

CLEARING BANKS’ CHIEF EARNING ASSETS * 
(£ millions) 
Investments Advances 

June June June June 

1943 1944 1943 1944 

Barclays 218.5 218.6 160.4 167.6 

Lloyds 212.9 214.2 126.6 115.9 

Midland es | 229.4 232.9 149.8 165.8 

National Provincial 140.5 131.8 105.9 106.3 

Westminster |} 163.9 162.8 103.6 102.8 

Coutts 13.2 15.2 8.5 8.4 

District 53.4 60.5 22.7 22.3 

Glynn Mills 21.1 19.7 9.8 12.6 

Martins 59.2 59.2 30.4 32.5 

National , 19.2 94.7 | 14.5 13.6 

Williams Deacon’s 25.1 27.5 } 12.0 12.2 











* Excluding those in affiliated banks. 
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Post-War Forward Exchange Facilities 
By W. W. Syrett 


N the provisions of the Monetary Fund plan drawn up at Bretton 

Woods, the experts seem to be promising a post-war exchange market in 

which rates will have a reasonable chance of achieving stability, with the 
proviso that departures from the agreed parities are to be made by arrangements 
of such a nature as to preclude the violent and irresponsible fluctuations 
witnessed, on occasion, in the inter-war period. Since the experts are so far 
agreed, it is hardly premature to consider the sort of forward exchange facilities 
which should be placed at the disposal of international trade. After the last 
war, the banks were deplorably slow in working out the “ forward contract ” 
service : for a time it seems to have been thought almost immoral to engag 
in what was considered a speculative type of operation. If overseas trade is rf 
provide the world with the optimum flow of goods and services after this war, 
the best form of forward cover which can be devised must be placed at its 
disposal. 

Basic circumstances, however, have changed. It may well be that the 
continuation of exchange control in a form which restricts the initiative of 
commercial bankers will leave them with a rdle little better than that of agent 
or intermediary : that should not prevent them, in the interests of customers 
generally, from having a say in the form of forward cover which the new 
conditions will make appropriate. Merchants and manufacturers incurring 
exchange risks have accepted, with very little criticism, the forms of cover 
which have so far been offered to them. Voices have been raised on this matter, 
usually by way of deploring past losses: but very little in the way of con- 
structive suggestions has come from the trading community. From ex- 
perience in the inter-war period, it is quite clear that forward contracts up 
to three months from date of inception were inadequate, and it is proposed 
to show that they will be even less adequate under the new régime in foreign 
trade and payments. 

At some point of time in his exchange of cables and letters with his client, 
a merchant becomes definitely committed to a contract for sale of goods. 
But his cover against exchange risks commences only when he has “made 
contact with his banker and agreed the rate and other details of the exchange. 
Thus he may carry the exchange risk for days or even weeks with no chance 
of avoiding it. Compare this state of affairs with the hazards of the sea, to 
cover which merchants in business on any scale have “ floating covers ’”’ with 
their underwriters. Although they have not had time to communicate details 
to their insurers, which they do by subsequent “ declaration,” the terms of 
the arrangement are such as to provide marine insurance from the first moment 
the cargo becomes waterborne. Even Government Departments can do better 
in this direction, and do so as a matter of routine, as witness the facilities of 
Export Credits Guarantee and War Risks Insurance. Even if the customer 
does not yet realize the importance of instantaneous cover, one must allow 
for the fact that neither the International Fund nor a member country is 
likely to blazon abroad negotiations for changes in rates. Hence the merchant 
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may easily become involved in loss unless a system can be devised to relieve 
him of the exchange risk simultaneously with his assumption of it. 

In regard to the period of time for which cover has been provided, the 
attitude of the banks has always been “ if the customer wants something more, 
let him ask for it.”” During the inter-war period, six-months’ dollar swaps 
pe sometimes carried out in the inter-bank market, whilst one or two bank 
dealers got a good name for their adaptability and resource in arranging 
broken-date, four-months-option and other variations from the normal range. 
But the mere fact that these were considered somewhat exceptional when 
they ran over three months from dealing date indicates a hiatus which could 
be filled. Some of the more important ranges of British goods and services in 
after-war trade will have to be offered, and increasingly offered, in markets 
where payment within three months is a rare exception. Manufacturers of 
consumer-goods are planning to lay down consignment stocks overseas, whilst 

the whole range of heavy-construction, engineering, electrical and other 
trades can only play their part in reconstruction if they are adequately safe- 
guarded against variations in exchange rates, as well as other hazards. Many 
engagements upon which these industries enter include a subsidiary contract 
for service after sale: no foreigner would buy a power-plant, an electrical 
signalling device or an automatic telephone system (to name only a few possible 
( xamples) ) unless he could make a reasonable estimate of what it would cost 
to maintain. Many a “sale of goods” in this range, which embraces vast 
projects of an industrial nature, will depend quite as much on what can be 
offered in the way of maintenance as on the terms of the initial installation, 
especially where new products are in question. What is needed to ensure a 
proper expansion of British trade in these promising directions is a “‘ medium- 
term ” exchange cover running into three or perhaps five years. 

Consignment trade is not likely to develop to any extent whilst the replace- 
ment boom lasts, but it may well become a permanent feature of oversea 
marketing technique thereafter. Marketing on these terms involves exchange 
risks running into three or perhaps six months: in some trades it may well be 
substantially more. A stock of Italian vermouth, for example, was always 
physically placed in foreign countries right up to the start of the present war, 
and the aim was always to replace seasonal sales promptly: the stock at 
exchange risk was fluctuating, with a more-or-less permanent minimum and 
maximum. It would be appropriate to the consignment trade if forward 
cover were established on a yearly basis, and subject to annual revision 

For some purposes it would seem reasonable to suggest something more 
in the nature of insurance than the “ forward-exchange-contract.” In this 
event, the practical principles would feasibly conform to one or other of the 
following main types : 

(a) British exports priced in foreign currency where the trade is of the 
indent variety : a separate policy for each shipment taken out by the shipper 
to cover risk of exchange loss on the individual shipment. 

() British export on indent, merchandise priced in sterling pounds of the 
U.K.: insured, on policy-per-shipment terms, by the foreign buyer. 

(c) British indent- -imports —the reverse of (a) and (0). 

(d) Merchant trade, priced in foreign currency, with a series of shipments 
or several transactions constantly in gestation : a blanket cover taken out for 
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a substantial round sum by paying basic premium on the whole. The merchant 
then declares each transaction as dispatched and is “‘ held covered at a premium 
to be arranged ’’: periodically, balances of premia to be paid to the insurer. 

(e) Merchants and manufacturers holding stocks abroad for sale at prices 
in local currency : annual-renewal policy based on maximum stock at risk, 
premium payab le in advance as for fire insurance on stock in trade. 

(f) Manufacturers, contractors, etc., having capital at risk, disbursements 
to make for local labour in the market and other related exchange risks : 
contracts for exchange cover based on the balance of risk as between receipts 
and payments in the foreign currency, i.e. subject to determination of insurable 
interest. 

It is one thing to suggest that these types of cover would best meet the 
needs of international trade, but quite another to propose how and by whom 
the cover could be provided. Under the forward-contract of the inter-war 
years, the risks were taken over by the commercial banks, which were able 
to marry up sales against purchases of both spot and forward and then swap 
to adjust their dates. Such balancing would not be possible with facilities 
of insurance type. If Bank A insured an exporter of goods priced in dollars 
against the risk the dollar might depreciate in three months from date, and 
simultaneously insured an importer against the appreciation-risk over the 
same period, the two cannot be offset. If within the period the dollar is re- 
valued either way in relation to the pound, the bank has to pay a loss. There 
is one obvious answer to this objection, namely re-insurance. Bank A could 
lay off part of both its risks to other underwriters, through (say) the exchange 
brokers, and a market would be built up which would establish premium- 
rates through supply-and-demand in the same way that forward rates were 
fixed in the inter-war period. The banks would deal with customers on the 
basis of the market rate plus a “ turn,”’ the extent of which would be prevented 
from becoming excessive by inter-bank competition. 

Taken in the round, a market in exchange-insurance would leave each 
bank to put its own limit on the extent to which it would carry the risks : 
each participating bank would limit the extent of its contingent liabilities, 
but on the other hand each would seek to secure as much profit as it could 
from its operations. Such a market established in London would not be 
restricted to domestic customers, and there is an attractive possibility that 
it is capable of being built up to serve a world-wide clientéle and add con- 
siderably to London’s earnings from invisible exports. Initially, of course, 
the business might be somewhat hazardous, since many of the risks involved 
are not amenable to actuarial calculation and only prolonged experience 
could reveal what would be a reasonable level of rates. It might be suggested 
that some types of cover could best be provided by an official organization 
such as the Export Credits Guarantee Department, or that the Fund itself 
might offer cover against variations in exchange rates, on the lines of the 
proposed guarantees under the World Bank Scheme; but on balance the 
arguments are against exposing the managers of the Fund to any possible 
conflict of interest in adjudicating upon the already sufficiently complicated 
question of changes in parities. What is certain is that scope exists for the 
development by private enterprise of some types of cover additional to the 
conventional three months’ contract. 
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The Institute Examination 


From a Lecturer in Banking 


HERE are at least three good reasons why some comments on the 

examination syllabus of the Institute of Bankers may be timely. First, 

during the next few years the Butler Education Act will bring about big 
changes in vocational training generally ; secondly, as the possibility of an 
early peace increases, more and more bank men in the Forces are turning 
their thoughts to their future prospects in civil life; lastly, at the recent 
annual meeting of the Institute, the President stated that the Council was 
earnestly studying post-war plans so that no time should be wasted in getting 
off the mark. 

Thirty years ago, entries for the preliminary and final examinations totalled 
11,144; in 1938 the total was 31,399 and, in addition, there were 1,860 entries 
for the examination in executor and trustee work. Over this space of time 
the number of bank employees cannot have changed much ; what did change 
was the attitude of the whole banking industry to what had once been con- 
temptuously dismissed as useless, if not actually harmful, “ theoretical ”’ 
knowledge, so that by the ’thirties it had become unusual in the clearing 
banks to meet with a young clerk who was not in some way caught up in the 
examination mill. 

This impressive increase in the number of candidates was undoubtedly 
partly due to a greater realisation by bank staffs of the advantages flowing 
from the possession of a trained mind. A less advertised contributory cause, 
however, was the action of various big banks in linking up “ scale ”’ incre- 
ments with Part I and II results ; and in response to this pecuniary incentive 
hundreds of student-conscripts shuffled as best they could through the various 
subjects, anxious only to be done with the wretched thing so that their spare 
time should once more be their own. It is doubtful whether the element of 
duress has brought much benefit to any of the three parties concerned. The 
break brought about by the war provides an opportunity to make a fresh 
start. Examination-taking should revert to what it used to be, a free-will 
offering of time and trouble, while for their part the banks might rest content 
with emphasizing that the man with the trained mind is the one who is likely 
to go furthest. To this attitude there would appear to be one important 
exception, in that all bank men may rightly be expected to pass either Part II 
Practice and Law of Banking or some equivalent test. 

The ground is now cleared for a review of the certificate syllabus: how 
far does it require altering in order to conform with the changing needs of 
the complicated days ahead : ? The banks demand for their efficient conduct 
a constant supply of men who will sooner or later be likely to make good 
managers. They will also want some men who will do well such specialized 
work as that of the trustee and foreign departments. The function of the 
Institute’s examinations is to encourage the creation and maintenance of 
this supply, and the published syllabuses must be judged on that basis. The 
present writer is not qualified to comment on the syllabus of the executor and 
trustee examination and he has nothing but praise for the language tests ; 
what follows, therefore, is confined to the examination for the associate’s 
certificate. 
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What does a bank look for in the men who will be marked out for promotion 
in the branch system? First, all kinds of things, such as pleasant manners 
and mother-wit, to which no written test is applicable. If it is wise, it will 

lso look for a thorough knowledge of banking traps and how to dodge them. 
Few clerks have the opportunity to achieve this knowledge by personal 
( xperience alone and that is why it is reasonable to ask that all bank men 
should pass a Part IT grade examination in their own subject. But more than 
this may justly be required from a manager, and it was generally presumed 
that the proposed diploma examination in banking would prove suitable as 
an advanced test for those intent on achieving promotion. The preparation 
of the syllabus for such a paper obviously calls for careful thought, and it 
was perhaps wise that the Council took its time, but we may hope that the 
final arrangements will be completed as soon as possible after the close of 
hostilities. 

The next requirement of the model manager is the possession of a wide 
general business knowledge coupled with a measure of general culture. The 
Institute has no concern with the latter; culture is normally the fruit of 
sound education started in a good home, fostered in a good school and ripened 
by healthy tastes later on. The wide general business knowledge will be the 
result of keeping eyes and ears open, but its acquisition will be tremendously 
facilitated by the formal study of the kind of subject in which the Institute 
is well qualified to examine. At present, there are Part I papers set in Book- 
keeping, Commercial Geography and Elementary Economics, while Part I] 
men go further with Economics and take Foreign Exchange and Accountancy 
as well. In both parts there are papers in E1 aglish and Banking. This is a 
formidable curriculum. Is it as wise as it is formidable ? 

There are two criticisms thi it leap to the mind as one studies the syllabus 
and the conditions of entry: there are no options and the subjects can be 
taken one at a time. The absence of options has forced the Council to drop a 
subject each time it adds a fresh one, so that today (for instance) one misses 
the Commercial Law of former times and finds Foreign Exchange. Permission 
to take the examination in instalments, basically a reasonable concession 
to men who are at work all day, has been strained unduly, perhaps to facilitate 
the passing through of candidates whose only spur is the monetary inducement 
referred to earlier. Whatever the reason may have been, it would seem 
desirable that the conditions should be tightened up so that the maximum 
period in future for the whole examination is limited to, say, five years. As 
to the subjects set, the Council can avoid the present difficulty by following 
the practice of other professional bodies, such as the Chartered Institute of 
Secretaries, in allowing candidates to pick and choose a little. 

Once selection of this kind is introduced, the devising of a satisfactory 
syllabus is much facilitated. A paper on Mercantile Law can be introduced 
and, equally important, a paper on Economic History in order to give a realistic 
perspective to the present paper in Economics. The increase of s specialized 
statistical work in banks has prompted not a few men to graduate as B.Com. 
or B.Sc. (Econ.), but it might not be a bad thing if the Institute were to set a 
paper 1 elementary Statistical Method for the benefit of those who want 
to wie ‘the meaning of the word “ average’ and how data (regarding staff, 
for instance) should be set out informatively. 
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So much for additional subjects. Should any change be made in those now 
set ? On Foreign Exchange it is at the moment impossible to express an 
opinion, for the road issuing from Bretton Woods is still indistinct and, 
probably, heavily mined. Concerning Book-keeping and Accountancy 
nobody can feel very happy. The inclusion of the latter in Part II somewhere 
about 1932 was a valuable improvement, but one wonders whether a lightening 
of the examinee’s load could not be achieved by cutting out Bookkeeping 
from Part I and presenting Part II candidates with a slightly re-arranged 
Accounting paper. After all, the primary aim here is to produce men who can 
attack a balance-sheet from a banker’s point of view—there are other in- 
stitutions that specialize in the creation of bookkeepers and accountants. 
The two Banking papers call for little beyond a hope that the Council will 
continue to de mand a high pass standard. 

It re mains to grasp the English nettle. English Composition is the only 
‘humanity ” in the syllabus and the questions asked include a certain number 
in formal grammar. The existence of this paper is defended on the ground 
that the pass figure of about 60 per cent. shows four-tenths of the candidates 
to be illiterate and therefore unworthy of receiving the certificate of a learned 
body. Now, while it is right that a man who cannot compose a clear letter 
or memorandum should be re jected, it does not follow that the syllabus should 
be burdened with an English paper. It is the business of the banks, if they 
think it of importance that their employees should be able to write Et aglish, 
to recruit no youngster who cannot pass some suitable test. If the holding 
of a “ school certificate ’’ is inadequate evidence of literacy, then it is for the 
banks themselves to devise some more satisfactory measuring rod. There 
is another objection to the English paper. English composition is not a 
‘subject ’’; it is a method of expressing thought, and one that has to be 
used in writing answers to any questions other than those that are purely 
mathematical. There is plenty of opportunity in the “ vocational ”’ papers 
to see whether a candidate can write. If his prose is so muddled and un- 
grammatical as to cloud his meaning, then he should lose marks, and plenty 
of them; surely, that is the way to test a bank clerk’s handling of his own 
language. 

If what has been said regarding the syllabus is accepted, the certificate 
examination would take on something resembling the following appearance : 
In Part I, Banking, Commercial Geography and Eleme ntary Economics 
would be retained, while there would also be set an elementary paper in 
Mercantile Law. Economic History, being a big subject, would have to be 
shortened and split, and it is suggested that in Part I a paper should be set 
covering the years 1660-1844, leaving 1844-1939 for Part II. A Part Il 
standard should be called for in each of these papers. So much for Part I. 
In Part II, Economics, Banking, Accountancy and (so far as we can see) 
Foreign Exchange would continue to appear, but they would be accompanied 
by Mercantile Law, the second part of Economic History and a paper in 
Statistical Method. 

[t will be noticed that Part I as redesigned has five subjects, the number 
aready set. Banking, Commercial Geography and Economics should be 
compulsory and an option given between Mercantile Law and Economic 
History. A candidate would thus be able to satisfy the examiners by taking 
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and passing four subjects. In Part II, Banking must continue to be com- 
pulsory, but beyond that candidates should be left free to offer any four of the 
remaining five subjects. Their choice would be influenced by their particular 
business needs and by the option they chose in Part I. 

Should the international exchanges after the war be so regulated as to 
reduce the variety of operations to any great extent, it would be wise to 
remove Foreign Exchange as a separate subject and to include a simple 
Foreign Exchange section as part of Banking. This added straw would have 
the great advantage of so over-loading the Part II Banking paper that it 
would be necessary to split it into two. For some years before the war, 
lecturers and tutors were protesting that it was impossible to cover the 
curriculum adequately in twenty-six weeks, and many experienced coaches 
were already of the opinion that two winters were needed to provide in- 
telligent preparation. Hence it might be possible to draw gain from loss. 
If this should happen, the way would be open to include an elementary paper 
in Part II dealing with executor and trustee work as it affects the general 
banker, a very useful subject for all managers. 

Whatever excisions or additions are made in the associate examination, 
the opportunity should be taken to establish the Diploma in Banking as its 
honoured sequel. This is not the place to offer suggestions for the Diploma 
syllabus, but if the award is to gain the respect of the various managements 
one rule at least can be safely laid down at the start: nobody should be 
accepted as a candidate until he has completed ten years’ service. The 
reason for this is that the problems of the banking industry are essentially 
practical and are best approached with the humility and deliberation which, 
if they come at all to a man, come as the fruit of experience. 


“Schachtian Devices’ 
By Paul Einzig 


HE term “ Schachtian devices ’’ is encountered with increasing frequency 
‘Ti the financial and lay Press and in Parliament, as and when questions 

of post-war economic and financial policy receive an increasing amount of 
attention. It is usually employed to indicate exchange control, exchange 
clearing and bilateral trading methods in general, with the object of discrediting 
those methods. In the mind of the public, Dr. Schacht’s name is rightly 
associated with the unscrupulous monetary and commercial devices with the 
aid of which, during the ’thirties, Germany tricked economically and politically 
weaker countries into increasing their trade with her, on terms that secured 
her unjustified unilateral advantages. For this reason, it is easy to create 
prejudice against any system by branding it as “ Schachtian.”’ 

Now, there is room for two opinions about the case for and against exchange 
control and bilaterism. Beyond doubt, the advocates of multilateral trade and 
free exchanges are in a position to marshal up an impressive array of valid 
arguments in support of their thesis. It is all the more deplorable that some 
of them should consider it necessary to resort to the use of catchwords in an 
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effort to gain support for their case among the public, instead of taking the 
trouble to convert the public by means of. intelligent argument. The nation 
should decide on this major issue by weighing carefully the advantages and 
disadvantages of the two rival systems. To that end, it is essential to examine 
closely the true meaning of the term “ Schachtian devices.”’ 

Historically speaking, the use of the term to describe exchange control, 
exchange clearing and bilateral trade is incorrect. Germany adopted those 
devices before the advent of the Nazi régime, during 1931 and 1932, while 
Dr. Schacht was temporarily out of office. The crisis of 1931 led to the adoption 
of exchange restrictions under the democratic Government of Dr. Briining. 
This again was followed by the conclusion of a series of exchange clearing 
agreements with Continental countries in 1931-2, and the development of a 
trend towards bilaterism in German foreign trade. “Al this was an accomplished 
fact when Hitler assumed power in 1933 and when Dr. Schacht resumed his 
office as President of the Reichsbank. Nor is the exchange clearing system 
a German invention. The first exchange clearing agree ment was concluded 
between Switzerland and Hungary. AS for exchange restrictions in general, 
most countries practised them during the last war, even though they were 
not enforced as effectively as they have been in Germany during the years 
before this war. 

So much for the historical accuracy of the use of the term ‘“ Schachtian 
devices.’’ The truth is that when Dr. Schacht resumed office in 1933 he found 
a system of restrictions adopted during his absence, a number of exchange 
clearing agreements concluded during his bane’ nce, and a trend towards 
bilaterism that developed during his absence. It is true, he then set out to 
develop these devices in such a way as to secure the maximum of unfair 
advantage to Germany. This does 10t alter the fact that exchange restrictions, 

clearing and bilaterism as such are vo? his creations and cannot correctly be 
described as Schachtian devices. 

What, then, are those notorious Schachtian devices ? They are the methods 
with the aid of which exchange control, clearing and bilaterism have been 
abused by Germany before and during the war. Presumably, Dr. Schacht 
invented some of these devices which were applied during and after his second 
term of office at the Reichsbank. The following are some of the most important 
of these devices : 

(t) The deliberate increase of frozen Reichsmark clearing balances, in order 
to derive political and commercial benefit out of Germany’s position as a bad 
debtor. 

(2) Refusal to sell to holders of clearing balances the goods they need ; 
in order to be able to receive payment at all, they had to accept unwanted 
goods for which Germany had no other markets. 

(3) Refusal to sell to clearing creditors except at unduly high prices ;_ this 
end was often achieved by insistence on a devaluation of their currencies in 
terms of Reichsmarks. 

(4) Bidding up the prices of the exportable surpluses of creditor countries 
to a level well above world market prices, in order to secure for Germany a 
virtual monopoly of their export trade. While individual producers and 
exporters benefited by this, the country as a whole was a loser, for it had to 
pay still higher prices for inferior German goods. 
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(5) Abusing the economic stranglehold achieved by the above methods for 
the purpose of achieving a dangerous political penetration. 

In addition to these devices various other methods have been adopted under 
the “new order” during the war ; but since Dr. Schacht was by then already 
once more out of office these methods cannot be described as Schachtian 
devices. 

Beyond doubt, the above devices are utterly unscrupulous and are unworthy 
of a country of high commercial integrity. But can anybody seriously contend 
that Great Britain intends to resort to any such methods? Some multi- 
lateralists seek to convey the impression that all bilateral trading is in itself 
necessarily dishonest and unworthy of Great Britain. Yet it is difficult to see 
anything dishonest in telling foreign countries that the only form in which 
they will be entitled to receive payment for their goods exported to Great 
Britain would be through the purchase of British goods and services to a 
corre sponding v value. Our trading partners would then be in a position to 
weigh in advance the advantages and disadvantages of the proposed arrange- 
ment. If they should think it not worth their while to enter into the deal, 
they would be in a position to look for other markets for their goods. If, on the 
other hand, they should arrive at the conclusion that, in spite of the proposed 
restriction on the employment of the proceeds of their exports, it is worth 
their while to sell to Great Britain, then they would enter into the bargain with 
open eyes. 

It would be idle to deny that the necessity of spending the proceeds on 
British goods and services may in given circumstances carry disadvantages. 
What is quite certain is that in no circumstances would Great Britain follow 
the Schachtian example in setting out deliberately to abuse her position :-— 

(1) Blocked sterling balances would be regarded as a deplorable necessity, 
and it would be sought to keep them down as far as possible instead of increasing 
them deliberately, as Dr. Schacht did. 

(2) After the war, once peace-time production has come into its stride, 
the whole range of British products will be made available to our trading 
partners. We would certainly not attempt to follow the example of Germany 
by trying to sell them millions of mouth organs and shiploads of aspirins in 
se wie ‘ment of their claims. 

) The price of British exports will be the same to holders of blocked 
ste ee as to buyers who want to pay in goods or gold or dollars. Our policy 
would certainly not be directed at a deliberate overv aluation of sterling ; indeed 
occasions may arise in which this country would want to devalue sterling in 
order to facilitate the settlement of its adverse trade balance, even if this 
involved giving away a larger amount of British goods in exchange for the 
same amount of imports. 

(4) Great Britain would certainly not aim at securing a monopoly of the 
export trade of any country. She would endeavour to cover her requirements 
at competitive prices. 

(5) It would be contrary to British traditions to aim at political penetration 
by economic means. Just as Great Britain did not abuse her position as a 
creditor and lender, she would not abuse her position as a debtor and borrower. 

The reason why there is a widespread conception that bilaterism must 
necessarily be dishonest is that, while the German brand of the system received 
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much publicity, its application between non-German continental countries 
escaped attention almost completely. During the ’thirties, bilateral trade was 
conducted on a basis of exchange clearing or similar arrangements between a 
score of non-German countries in relation to each other, without any of the 
. abuses of the system practised by Germany. In many instances it produced 
satisfactory results. And while opinions may differ whether the countries 
concerned would have done better by avoiding restrictions, clearing and 
bilateral trade, the fact that matters from the point of view we are concerned 
with in this article is that there was nothing dishonest in their trading on 
a bilateral basis. If countries of such high commercial integrity as Switzerland, 
for example, did not consider it bene ath their dignity to resort to bilaterism, 





y : : Riek : 
there is no reason for Great Britain to reject the system out of hand merely 
because some of its opponents choose to describe it as ‘“‘ Schachtian.”’ 

Finally, it might be worth recalling that Great Britain herself had four 
exchange clearing agreements in operation before the war: with Italy, Turkey, 
Spain and Roumania. If it was not considered dishonest to resort to this 
method before the war, why should it be considered dishonest after the war ? 

S 

e li . . e 

Nationalism in Latin America 

(From a Correspondent) 
HE outstanding feature in the Latin-American financial sphere is the 
continued piling up of large dollar and sterling balances in gold and 
foreign exchange, due to active export movement side by side with much 

n reduced imports. The total of these reserves at the end of 1943 is now reported 
at U.S. $2,697 millions, against U.S.$1,572 millions at the end of 1942. The 

‘ exchange reserves of the principal countries are shown in the following table : 

LATIN-AMERICAN COUNTRIES’ FOREIGN EXCHANGE RESERVES 
1943 1942 
U.S. $m. U.S. $m. 

Argentina a - os on v 1,088 721 

Brazil .. a2 F is és ie 533 238 

4 Mexico .. ita os wie is a 250 72 
Cuba .. ia a a ead er 226 127 

Uruguay = a a4 ae or 140 95 

Colombia “a Ros sie ais - 114 62 

Venezuela a i we IO 70 


This matter naturally some — in the 1943 reports of the principal 
central banks in South America, whose annual reviews now constitute in- 
valuable summaries of economic conditions in the respective countries. In 
the case of Argentina, for example, the annual report of the Central Bank 
j for the year 1943 states that the net balance of international payments last 
year had risen to 1,181 million pesos (after the repatriation of 144 million 
pesos of public debt), including blocked sterling in London for 714 million 
pesos (about £42 millions sterling), against 295 million pesos at the end of 
1942. The manner in which the large accumulated reserves of gold and 
foreign exchange are eventually to be utilized, it is recognized, will largely 
depend upon the nature of the post-war economic policy followed by the 
principal countries trading with Argentina and upon the nature of the systems 
likely to be in force for the settlement of indebtedness. 

Last year, the Central Bank records, was one of intense economic activity. 
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The transformation in Argentina’s national economy caused by wartime 
conditions was reflected in the fact that in 1943 the net value of industrial 
production was about 2,700 million pesos, and would appear for the first 
time to have exceeded the net value of farming production at 2,600 million 
pesos. In addition, there was a gradual increase in exports of manufactured 
and finished articles, while pastoral products largely exceeded agricultural 
among exports of farming products, and there was an expansion in exports 
of items of farm production prepared for shipment with a certain degree of 
industrial processing. 

The commercial banking situation in Argentina continues strong and 
liquid, and the high figure of bank clearances reflects internal prosperity, 
particularly that in local industries due to the acute shortage of imported 
goods. Nevertheless, economic conditions may be increasingly affected by 
certain factors. Although the Government has fixed minimum prices for 
certain agricultural products, the margin of profit for the producer has been 
reduced by increased labour and other costs. The first flush of the exporting 
fever that swept the country a couple of years ago has since calmed down 
very considerably. Manufacturers and traders are not securing quite the 
same abnormally large profits as formerly ; and the belief, wide ly held, that 
this year—or at latest 1945—will see the termination of hostilities in Europe 
has caused many traders to adopt a cautious attitude, which is all to the 
good at this stage. The belief doubtless exists in the foreign exchange market 
that a certain proportion of the refugee capital now invested in Argentina 
will soon be able to return to Europe. Were the political outlook in Argentina 
less obscure, any tendency for foreign floating capital to return home might 
well have been stayed indefinitely. On the other hand, Argentina’s ever- 
increasing export surplus, and fresh prospects of effecting maize and wheat 
shipments to the U.S.A. in the near future, are tranquilizing factors which 
should go a long way to ensure monetary stability in Argentina for some 
considerable time. 

In view of the further increase in exports and decrease in imports during 
the first months of 1944, the stock market is distinctly optimistic with regard 
to the future and views the possible large increase in internal debt (in replace- 
ment of repatriated foreign indebtedne SS) as a guarantée of a continuation 
of great market activity. The Argentine Government is now in process of 
converting the outstanding balance in circulation of 4 per cent. tax-free 
Internal Bonds, amounting to 370 million pesos, offering in exchange a new 

} per cent. 43-year loan. Although Government bonds are firm, Argentina’s 
ge neral prosperity rem oe: in sharp contrast to the political situation, which 
continues obscure. The Government policy appears mainly imbued with a 
spirit of nationalism, as evidenced, for example, by a recent decree declaring 
light and power companies in Buenos Aires Province to be of public service. 
Similarly, considerable concern has been caused in the grain export trade 
by another decree declaring all grain elevators, etc., situated in the port zones 
to be of public utility, and subject to expropriation by the National Grain 
and Elevator Board. Gradually, the grain business in Argentina appears to 
be passing from private enterprise to official control, and. the recent decree 
is taken to be the preliminary step whereby the management and the handling 
of the mean: of receiving, storing and shipping grain at Argentine ports may 
be taken over by the State. It is viewed also as a precursor of other measures 
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to enforce the national policy in regard to the grain trade. Moreover, the 
piling up by Argentina of large blocked balances in London has again raised 
the question of a possible purchase of the British-owned railways in Argentina. 
An article suggesting the use of blocked sterling balances for this purpose 
appeared in an English periodical published in Buenos Aires, and the fact 
that the Government Press agency later issued a full translation in Spanish 
seemed to imply that the Argentine Government might share the views 
expressed. That such a step might at least be pondered in official circles 
would not be surprising, as it would solve the problem of Argentina’s ever- 
increasing trade balance and the consequent enormous accumulation of 
blocked sterling, thereby also assisting to level down internal purchasing 
power, which places a continuous upward pressure on internal price levels. 

A new bank was recently established in Buenos Aires, under the style of 
the Banco de Credito Industrial Argentina, with a capital of 50 million pesos 
supplied by the Government. The institution may not receive deposits, the 
objects being to grant loans to industrial concerns for development purposes. 
The directors will be appointed by the Government,. who will also guarantee 
the bank’s operations and liabilities. Illustrating further the drive towards 
industrial self-sufficiency, another decree provides for the protection of national 
industries by means of additional customs duties, import quotas and subsidies 
for manufactured goods, under the direction of an Advisory Council. The 
new measures, it is officially stated, will not affect Argentine international 
undertakings expressed in trade treaties. The reason given for the decree 
is the desire to build up industries essential to national defence, as also to 
protect Argentine industry against “ unfair ’’ foreign competition. 

The total value of national production in Brazil (farming, mineral and 
industrial) is placed at 40,000/45,000 million cruzeiros, of which industrial 
production now represents approximately 25,000 million cruzeiros (compared 
with 22,000 millions in 1942 and 12,000 millions in 1938). In 1943, foodstuffs 
accounted for -46 per cent. of the total value of ex ports (against 58 per cent. 
for 1939) ; raw materials, 34 per cent. (41 per cent.) ; and manufactures, 
20 per cent. (I per cent.). The 1943 report of the Bank of Brazil reveals that 
its loans to manufacturing industries were 60 per cent. higher than in 1942— 
a much larger increase than in loans to other branches of national economy. 
Industrial profits are very high, and business generally in Brazil continues 
steady. It is difficult, however, to paint a balanced picture of business con- 
ditions as, whilst many people are making fortunes and retail prices continue 
to rise, the spending power of the vast majority of the population has not 
kept pace with these increases. Land and building values are greatly inflated, 
and both bank clearances and Stock Exchange turnover were at much higher 
levels in 1943 than in 1942. There is always the possibility that Brazil and 
other South American countries may endeavour to protect expanding national 
industries by increased tariffs, etc., in the post-war era. In this connection, 
it may be noted that well- informed comment in Brazil emphasizes that the 
apparent increase in industrial over agricultural production has been brought 
about mainly by the very high wartime prices for manufactured goods, 
particularly those shipped to other South American Republics and to Africa ; 
and it is argued that, once wartime conditions have passed, Brazilian industry 
may not be able to compete outside the country, not only because fuel and 
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machinery have to be imported, but also because manufacturing processes 
are out of date and machinery obsolete. 

With the continued ‘“‘ boom” demand for Brazil’s products, the trade 
turnover in 1943 reached the highest ever recorded in national currency. 
This was, however, due largely to the fact that the average value per ton of 
exports increased by 140 per cent. over 1939, and that a imports by 80 per 
cent. The favourable balance of trade in 1943 was Cr $2,656 millions, bringing 
such balance for the five years 1939-43 up to Cr $7, 351 millions (or the equiva- 
lent of about {92 millions sterling). Here again, however, a warning note 
has been sounded, it being stated at a recent meeting of the Rio de Janeiro 
Commercial Association that remittances of “ special” exchange during 
1943 for profits, dividends, etc., totalled £11 millions, to which could be adde d 
£8,500,000 for the future forei ign debt service and {2 millions for diplomatic 
and. other official remittances, making a minimum of £22 millions required 
annually for remittance (without including the official estimate of £6 millions 
required for immigrants’ remittances, which was put forward at the time 
the foreign debt plan of 1934 was adopted). It was concluded that the prospect 
of Brazil's favourable balance of trade being adequate to provide for the 
remittance of this sum in the future was not particularly promising unless 
steps were taken to stimulate exports and restrict certain imports. 

There has been considerable expansion in Brazilian banking since the war. 
A recent Government decree reorganizes the Banking Mobilization and 
Control Bureau (established in June, 1942), amplifying its functions with 
the principal object of e nsuring the mobility of banking assets and the general 
stability of the country’s economy. There has also been considerable ex- 
pansion in insurance operations during recent years, and, in this connection, 
another Government decree authorizes the Instituto de Resseguros do Brasil 
(Reinsurance lh isthe “ to organize the Brazilian Insurance Exchange, whose 
chief function will be to take measures to retain inside the country the largest 
possible amount of insurance and re-insurance which cannot be placed with 
the authorized insurance concerns and with the Reinsurance Institute. 
rom the time that the Exchange starts to operate, insurance and reinsurance 
may be effected abroad only after having been refused by the Exchange. 

Conditions continue prosperous in the Central American countries, which, 
like Brazil, benefit from the high coffee import quotas in the U.S.A. Colombia’s 
net balance of international payments in 1943 was favourable to the extent 
of U.S.$58 millions, following upon U.S.$44 millions in 1942, and exchange 
restrictions in regard to imports have been practically removed for the time 
being. The aggregate turnover of Peru’s foreign trade in 1943 was the highest 
recorded in the country’s history and, as it is more evenly balanced than in 
most South American countries, internal currency problems have been avoided. 
in Chile, oversea trade was again higher in value in 1943 than in the previous 
year, but official indices continue to indicate that national production has not 
kept pace with the increase in the circulating medium. The central bank 
recently emphasized to the Government that it was essential to stabilize the 

value of the national currency in order to avoid the consequences of inflation. 
For her future development, Chile will require both technical and capital assist- 
ance from abroad, and the Government recently stated that it was readv to 
give foreign capital full facilities for investment in Chile under adequate 
guarantees and with the assurance of the return of legitimate profit. 
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German Rule in Upper-Silesia 
By Dr. K. Alexandrowicz 


(Chairman of the National Economic Bank) 
A\ ctarecter in for centuries separated from Poland, Silesia kept its Polish 


character in spite of ruthless Germanization, the best proof of this being 

the result of a census made under German rule in 1910, which showed 
a Polish majority. As a result of a plebiscite which took place after the last 
war in Upper Silesia, according to the decision of the League of Nations and 
Ambassadors Council in October 1921, however, Upper Silesia was partitioned 
politically and economically, becoming unfortunately partly Polish and partly 
German. The Southern and Eastern portions of Upper Silesia were united 
with Poland, which together with Cieszyn Silesia formed the future Silesian 
County with Katowice as capital. The remainder, belonging to Germany, 
formed the district (“‘ vegencja’’) of Opole, more precisely Opole Silesia. The 
partition proved not only to be a political mistake, but also an economic and 
industrial blunder, splitting Upper Silesia into two parts, which obviously 
should have belonged to Poland as one unit. 

As private initiative in Poland was exhausted by its losses ‘after the last 
war, the State was compelled to intervene in the reorganization of Polish 
Upper Silesia. This responsibility was assumed by the Polish Treasury and 
the State Bank, the Bank Gospodarstwa Krajowego (National Economic 
Bank). The Bank was established through the amalgamation of three banks, 
one of them the former Polski Bank Krajowy in Lwow, its task being the 
financing of the country’s economic recovery. 

On the amalgamation of the firm ‘‘ Katowicka Spolka Akcyjna dla 
Gornictwa i Hutnictwa’’ (mines and foundries) with the “ Gornoslaskie 
Zjednoczone Huty Krolewska i Laura ”’ (foundries) into a new limited company 
under the name of ‘‘ Wspolnota Interesow,”’ which became one of the leading 
smelting and mining industries in Upper Silesia, a Polish group acting upon 
authorization of the Polish Government undertook negotiations with the 
representatives of ‘‘ Wspolnota Interesow,” headed by Dr. Flick. Creditor 
banks, mainly the Dresdner Bank, also took part in these negotiations. As 
a result of the negotiations, a new holding company was founded, financed 
as to 40 per cent. by the Polish Treasury, as to 40 per cent. by the Polish 
Upper Silesian local Government and as to the remaining 20 per cent. by the 
Bank Gospodarstwa Krajowego. The company’s capital was deposited « ntirely 
in the Bank Gospodarstwa Krajowego. The control of the company was 
formally entrusted to the Bank, which by these means was closely connected 
with the Upper Silesian industry. Subsequently, the Polish Treasury pur- 
chased from Count Ballestrem a majority of the shares of ‘ Huta Pokoj.” 
The Bank Gospodarstwa was entrusted by the Treasury with the control of 
this foundry, the activities of which were enlarged by later ownership of 
“Huta Ludwikow”’ in Kielce and ‘“ Zieleniewski Co., Ltd.’ (railway cars, 
etc.). The ‘‘ Huta Pokoj,” together with “‘ Starachowickie Zaklady Gorniczo- 
Hutnicze ”’ (mining and smelting industry outside Upper Silesia), took part 
in the building of a new steel works, ‘‘ Zaklady Poludniowe,” in the central 
industrial district of Poland. The part played by the Bank Gospodarstwa 
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Krajowego was still more important as the control of the “ Zaklady Stara- 
chowickie ’’ was entrusted to the Bank, which had its own considerable share 
participation in it. These participations of the Bank in Poland’s industry 
are here only partially mentioned. 

In 1939, the German invader again split the ‘‘ Wspolnota Interesow.” 
The majority of its mines have been amalgamat ed with the He rmann Goering 
Concern, whereas the foundries were taken over by the “ Berghue tte” 
Concern in Cieszyn, a holding company owning as well the “ Zaklady 
Trzynieckie ”’ in Cieszyn Silesia. The Hermann Goering Concern also absorbed 
the mines belonging to the “ Zaklady Hohenlohe.”’ Part of a share issue 
of the latter concern was taken over before 1925 by the Darmstadter und 
Nationalbank in Berlin, later amalgamated with the Dresdner Bank. The 
Darmstadterbank sold its interests to the Union Européen Industrielle et 
Financiére, being a holding company of the concern of Schneider-Creusot. 
The Hermann Goering Concern was also indirectly entrusted with the manage- 
ment of “ Zaklady Poludniowe” and “ Zaklady Starachowickie,”’ thereby 
controlling the heavy industry in the Generalgouvernement. 

“ Huta Pokoj’”’ was taken over compulsorily by the Haupttreuhandstelle 
Ost, and the general plenipotentiary of Count Ballestrem was nominated 
its Treuhaendler. The domicile was transferred to Gliwice, a town situated 
in Opole Silesia. Later on the firm was amalgamated with the Vereinigte 
Oberschlesische Huettenwerke at Gliwice. It should also be mentioned that 
indirectly the Ballestrem concern has a participation in the “ Polska Fabryka 
Lokomotyw ”’ (railway engines) in Chrzanow, and in all other enterprises in 
Poland belonging to the “ Huta Pokoj.” ‘‘ Sosnowieckie Towarzystwo Rur i 
Zelaza’’ (pipe and iron company) owned by French interests has also been 
absorbed by the Concern. The purchasing of controlling French interests 
by German concerns was usually mediated by the banking consortium under 
the auspices of the, BGhmische Union Bank, a bank in the Deutsche Bank 
group. The Sosnowiec transaction is noticeable for the price paid by the 
Ballestrem Concern, namely Fes. 225 per 100 zloty share, which appears to 
be a somewhat too high rate of e Br ti for the German party. 

It should be added, however, that the concern Schneider-Creusot has 
according to its programme started a systematic liquidation of its industrial 
holdings in Central and South-Eastern Europe, at the same time enlarging 
its holdings in France and in the French Empire. Whereas its “ Zaklady 
Trzynieckie ’’ in Zaolzie were taken over by the German concern “ Berghuette,’ 
and its Skoda Works in Czechoslovakia by the Goering Concern, its financial 
holding company, the Union Européen Industrielle et Financiére, Paris, has 
acquired a share in the Credit Mobilier Industriel, in the Comptoir F rancais de 
Reassurances Générales, etc. The Berghuette Concern, which specialized 
in the manufacture of steel, has outgrown the Ballestrem group: the present 
relation being probably 3 to 2. The late Hans Moltke, the last German 
Ambassador in Poland, was for a certain time chairman of the board of 
“ Berg und Huettensgesellschaft,” belonging to the Berghuette group. 
The Deutsche Bank and Dresdner Bank are also represented on the “ye 
of the company, this close participation in industry being quite usual 1 
German banking. It should be borne in mind, however, that there i is a marke ‘ 
trend on the part of the German banks to confine their industrial issue business 
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to financial mediation of a transitory character. Their aim is to facilitate 
transactions in the financial and technical sphere, by arranging the necessary 
credits. 

The “ Preussag ”’ group directed its attention more to Zaglebie Dabrowskie 
in the Dabrowa district, adjoining Polish Silesia and included by the German 
invader into Upper Silesia. It acquired several mines there, disowning French 
interests. The Preussag concern has also expanded its interests into the 
participations of the Bank Gospodarstwa Krajowego, taking over “ Berg- 
trans”’ in Danzig, and has acquired an indirect control over the Polish 
petroleum industry through Carpaten Oel A.G. Lwow. 

It is worth while mentioning the connection between the group “ Prince 
Pless ” and I.G. Farbe nindustrie. The latter has its own bank, the I.G. Bank, 
which is affiliated with the Reichskreditgesellschaft. This bank in turn is 
owned by Viag (Vereinigte Industrieunternehmungen A.G.), belonging wholly 
to the Reich. The above connection with F arbenindustrie has brought about 
the establishment of synthetic industries (rubber and petrol) in Silesia. 

Godula Company from Polish Uppe r Sile sia (mining) belongs to the Concern 
Schafisgotsch in Gliwice, Opole Silesia. ‘‘ Cynkownie Slaskie ” (zinc), belonging 
to the Concern Schlezag, also have their works on both sides of Silesia. Re “pre- 
sentatives of the Deutsche Bank and of Delbruck Schickler and Co., Berlin, 
sit on the board of the Concern Schlezag. 

As has been shown above, Polish Upper Silesia, reorganised in spite of the 
unfortunate split after the plebiscite, has been again absorbed into the economic 
system of the German invader. With the Ruhr it plays a predominant role 
in the German war effort, and is also destined, as it was before, to be the 
means of German penetration eastwards. While Upper Silesia was always 
a competitor of the Ruhr, so far as the German market is concerned, it has 
been made primarily the main basis of Poland’s economic Germanization. 
As Upper Silesia as a whole is by nature closely connected with Poland’s 
economy, it should neither be split again in two parts as after the last war, 
nor be handed over to Germany. In Polish hands, Upper Silesia can become 
an instrument of European recovery and reconstruction and not a weapon of 
war and infiltration, which are foreign to Poland’s past, present and future 
aims. The unification of Upper Silesia, including Opole Silesia, with Poland 
is not only necessary for the future of Poland, but is also a necessity for Upper 
Silesia itself, for its Polish population, its economic unity, structure and 
development. 
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Correspondence 


The Bombay Plan 


To THE EpITor oF “ THE BANKER” 

S1r,—Two, of the points mentioned in your article on the Bombay Plan 
in the July issue of THE BANKER call for correction. You have stated that 
Government experts estimate a possible increase in India’s agricultural 
production of about 30 per cent., compared with an increase of 130 per cent. 
envisaged in the Plan. You have cited this as an example to show that the 
programme suggested in the Bombay Plan could probably not be achieved in 
the time stated. In this connection it is interesting to note that according 
to a Press telegram sent to this country from New Delhi on June 26, a Memo- 
randum has now been prepared by a Special Committee for the consideration 
of the Advisory Board of the Imperial Council for Agricultural Research (India). 
This Special Committee has been appointed by the Government, and may, 
therefore, be considered to represent official expert opinion. The Committee 
has proposed a programme for India’s agricultural output which has the 
immediate object of increasing production by 50 per cent. during the next 
ten years and by 100 per cent. in fifteen years. The expenditure proposed is 
1,000 crores. It will be appreciated that this programme, broadly speaking, 
is very similar to that suggested in the Bombay Plan whereby an increase in 
production of 130 per cent. is envisaged during fifteen years at a total invest- 
ment of 1,240 crores. 

In the second place, your article foreshadowed the possibility of prices in 
India remaining between 50 and 100 per cent. higher than before the war, 
with the result that the actual cost of the Bombay Plan would approach 
£15,000 millions, and not £7,500 millions as assumed. It should be borne in 
mind, however, that even “though the price level in India immediately after 
the war may be subject to some such increase as that suggested by you, the 
effect upon the total cost of the Plan would not be great. Within the first 
five-year period of the Plan only 14 per cent. of the total investments would be 
made. There are no grounds for assuming that the price level would remain 
permanently enhanced to the extent mentioned by you. The bulk of the 
investments would be made during the latter stages of the Plan, when it can 
be safely anticipated that the price level will have assumed normal proportions. 
Twenty-nine per cent. of the total capital expenditure would be made in the 
second five-year period and 57 per cent. in the third and final five-year period. 

The mere increase in the amount of money in circulation in any country does 
not of itself bring about inflation. It is only when the proper relationship 
between the volume of money and the quantity of goods available is disturbed, 
and when the amount of money outstrips the value of those goods, that 
inflation occurs. This can, of course, be brought about by an increase in 
the volume of money, but only if there is no corre sponding increase in the 
amount of goods available. In Great Britain at the moment we have a very 
clear picture of this process at work in an extreme form. In order to enhance 
the productivity of the country the amount of money has been vastly in- 
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creased. The goods produced, however, do not remain available to the 
consumer, but are largely exported (by the R.A.F. to Germany, and by the 
Royal Navy to Normandy, Italy, Russia and the Far East). 

In the case of the Bombay Plan, however, although the amount o money 
is to be increased by the creation of some {2,550 millions, there is to be a 
corresponding increase in the volume of goods available within the country. 
It is to be expected, as a result of the “huge increase in productivity con- 
templated, and given a far-sighted planning policy, that the proper relationship 
between the volumes of money and goods will be maintained. Naturally, 
during the period of the Plan itself, “there may be an interval before the 
products of industry and agriculture become available. The authors have, 
therefore, envisaged a period of rigid controls. The fact that Great Britain, 
during the war, has succeeded in avoiding the worst evils of inflation solely 
by the use of controls should encourage one to take an optimistic view of the 
problem, particularly as in India’s case it would not be accompanied by the 
acute shortage of commodities which is a feature of wartime economy, and 
would be solved fundamentally as soon as the increase in her productivity 
takes effect. We should not over-simplify the problem of inflation, nor see 
the problem as related to “‘ created money” only. It is also related to the 
supply of goods. 

We are, Sir, etc., 
TATA LIMITED, 
B. M. SAKLATVALA, Secretary. 


(We shall await with interest the report of the Special Committee to which 
our correspondents refer. As we stated last month, it had been understood 
that, after taking into consideration the varying conditions throughout the 
continent of India, Government experts have hitherto placed the possible 
increase in agricultural production at about 30 per cent. 

On the subject of “ created money ”’ and the prospective course of prices 
in India, it will be recalled that the Bombay plan first estimates (voluntary) 
saving at 6 per cent. of the national income and then proposes to generate a 
further £2,550 millions of saving by curre ney expansion. It is quite obvious 
that this stditional sum must represent ‘forced ” saving in some form or 
another. In an uncontrolled economy, the forced saving would be brought 
about through an inflationary rise of prices. If inflationary tendencies are 
suppressed by means of rationing and other direct controls, then one would 
have a position similar to that in our present war economy. The difference is 
that, whereas nobody questions the need to reduce consumption to the utter- 
most for the sake of the war effort, it is distinctly questionable whether forced 
savings should be exacted in peacetime from a population already very near 
subsistence level, such as the Indian people. The proposal raises, in fact, 
the same questions involved by the analagous procedure under the Russian 
five-year plan. We would emphasize once again that the alternative to this 
process of reducing the Indian standard of living for a time below the optimum 
level, in order to secure a greater increase at some future date, would be for 
India to import capital from abroad. Since this would be used for productive 
purposes, there would be an immediate net benefit, after covering interest 
charges, without the need for involuntary sacrifices in the short run. To our 
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mind, it would be little short of tragic if the huge undeveloped areas of the 
world should seek to finance their own development at the cost of very con- 
siderable sacrifices, at a time when the highly developed nations, such as the 
United States and Great Britain, are likely to be faced with problems in main- 
taining employment as the direct result of their own prospective plethora of 
savings. In any event, we still find it difficult to see why a process of whole- 
sale credit expansion should be accompanied by a pronounced fall in the price 
level.—Ed., BANKER. ] 
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COMMERCIAL BANK OF AUSTRALIA 


It is announced that the Commercial Bank of Australia, 12 Old Jewry, E.C.2, has been 
removed temporarily to the premises of the Commonwealth Bank of Australia, 8 Old Jewry. 
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Financial Problems of European 


Reconstruction 
By F. M. Hindle 


(formerly European Representative of the Commercial National Bank and Trust Co. 
of New York) 

PEAKING at the Bretton Woods Conference, Lord Keynes explained 
S: the necessity for the proposed World Bank of reconstruction by showing 

that in the absence of such an institution a wide gap would exist in the 
financial arrangements of the United Nations, in that it is no part of the 
purpose of U.N.R.R.A to finance reconstruction, as distinct from relief and 
rehabilitation, in the liberated countries immediately after the war. Since 
these countries have been systematically denuded, over a period of years, 
of everything moveable— food, goods, machine ‘ry, etc.—and have suffered 
enormous damage to housing, public utility works, transport systems and 
industries, it is not difficult to visualize the magnitude of the tasks which lie 
ahead and which must be undertaken when peace comes. Discussion of the 
World Bank scheme has made it plain that the Bank is intended to supplement 
private finance and not to supersede it. Indeed, the Bank will seek to promote 
private foreign investment by means of guarantees or participations in loans. 
Some share in the vast task of reconstruction has thus to be borne by the 
normal investment machinery. 

How are the huge sums to be raised which will be required for this work 
and who will be in a position to furnish them ? It seems to me that only Great 
Britain and the United States of America will be financially strong enough 
to shoulder the burden, at least during the first post-war years. The drain 
upon our resources and upon those of the Americans, caused by the war, 
has been very heavy and will continue'to remain so until the end, so that 
large long-term cash loans alone would neither be possible nor, in all cases, 
appropriate. I suggest that they could be impleme ‘nted by commercial credits 
in such form as could be handled by the bankers on both sides of the Atlantic. 

The following might serve as a basis for discussion by the competent 
authorities when the right time comes :— 

(1) For Reconstruction of Cities, Public Utility Works, etc.—Long-term 
loans might be offered for public subscription in London and New York by 
the borrowing countries, bearing some form of contingent guarantee of the 
British and American Governments. Rate of interest and terms would vary 
according to the inherent financial strength of the borrowing countries, 
e.g. Holland could expect to borrow on more favourable terms than, say, 
Poland. Bonds bearing such guarantees would be readily marketable, 
would offer higher yields compared with U.K. and U.S.A. Government stocks, 
and would be in a form making them suitable for investment also by banks, 
insurance companies and trustees on both sides of the Atlantic. In fixing 
terms due attention would, of course, have to be paid to conditions prevailing 
in the “ gilt-edged ” market in order to avoid temporarily dislocating invest- 
ment in that market through any exaggerated volume of ‘ switching ”’ into 
the rather more attractive y ielding and well-secured new issues. My own view 
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is that if the time of offering the new loans to the public were carefully chosen, 
they would be readily subscribed both here and in America (a tranche could 
be placed simultaneously in each country) without interfering unduly with 
the normal course of the regular investment market. However, this would be 
a matter for the stock market experts. 

(2) For financing the Export from the U.K. and from the U.S.A. of Consumer’s 
Goods (e.g. Food, Clothing, etc.)—This could, I think, best be done by means 
of bankers’ acceptance credits. The Government of each importing country 
would form an official import company, for whose commitments it would be 
responsible, and all goods would be imported through that company. The 
joint stock banks would place at the disposal of these import companies certain 
acceptance credits (with the approval of the Bank of England, who would 
guarantee such credits vis-a-vis the joint stock banks, and in return receive 
the guarantee of H.M. Government). Within the limits of such acceptance 
credits, the import companies would draw drafts at three months on the 
bank furnishing the credit, marking the draft ‘‘ Drawn against import from 

g. U.K.) of (e.g. woollen goods).’’ This draft would then be sent to a London 
bank (not to the bank on which it is drawn, as it is against the policy of British 
banks to discount their own acceptances) for the purpose of procuring 
acceptance and then discounting it. The discounting bank would place the 
proceeds to the credit of a special account in the name of the import company, 
e.g. “Import Company of Belgium (Woollen Goods).’”’ The U.K. exporter 
of such woollen goods would send the shipping documents for presentation at 
that bank, who would pay there-against the invoice value of the goods, to the 
debit of the above described spec ial account. If separate drafts were drawn 
and separate accounts opened for each class of goods, this would enable a check 
to be maintained that the proceeds of the drafts were used only for the purpose 
named on the drafts. The bank would then send the shipping documents to 

the import company. The discounting bank would either retain the accepted 
bills in portfolio until maturity as a short-term investment, or re-discount them 
in the bill market through a firm of discount brokers. 

In view of the commercial nature of the underlying transactions and of 
the fact that both the joint stock bank (as acceptor) and the Bank of England 
(as guarantor) would be responsible for payment of the drafts at maturity, 
such acceptances would be readily marketable as suitable short-term invest- 
ments (re-discountable for cash at any time during their currency) for banks, 
insurance companies, large industrial undertakings, etc., for the employment 
of surplus day-to- day and other short-term funds. As it must be expected, 
however, that the drawers (the import company) would not be able to meet 
the drafts during the first year, provision would have to be made for, say, 
three renewals in full, and then in the second year pavment in cash of, say, 
10-20 per cent. and renewal of the balance, with progressive cash payments 
during the third and fourth years, so that at the end of that period the out- 
standing drafts would all have been covered and finally liquidated. The per- 
centage of cash payments would have to be in line with the progress in financial 
rehabilitation made by each country, so that a general scale of re payment 
applicable to all the countries alike could hardly be fixed in advance. Owing 
to the special nature of the above acceptances (particularly owing to the large 
number of renewals) the discount market would no doubt fix a rate in excess 
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of the current discount rate for “ fine bank bills.”’ 

A similar scheme could probably be agreed between the Federal Reserve 
Bank and the large American commercial banks, and no doubt buyers could 
be found in L ondon for some of the dollar bank bills and we could probably 
market some of our corresponding sterling bills in the U.S.A 

Since the credits to be granted under the scheme described in (2) above 
would, in general, not be entirely liquidated under three to four years and 
would thus fail to conform to the customary “ liquidity ” standards of our 
existing banks, it might be necessary to float a new bank for the purpose, 
the capital to be subscribed equally by the “ Big Five ”’ and by the leading 
banks in the United States It might be called ‘‘ The Anglo-American Bank 
for European Reconstruction,” with offices in London and in New York. 
Such an institution would, of course, be complementary to the international 
bank under discussion at Bretton Woods. 





International Banking Review 


Invasion Currencies 


towards the settlement of the conflict over the “ invasion franc ”’ notes 

issued by the Allied Military Authorities in Normandy. The French 
point of view about the exchange rate has been accepted by the Allied Govern- 
ments, and the rate of 200 francs to the pound, which has been in operation 
in the French overseas possessions, has now been applied for Metropolitan 
France. The question of the responsibility for the issue of invasion francs 
is also being settled satisfactorily, even though there is no definite agreement 
at the time of writing. A committee of British and French experts elaborated 
a plan according to which the French Provisional Government would issue 
notes of its own, and the notes issued by the Allied Military Authorities would 
be withdrawn in exchange for these notes. It is expected that the United 
States Government will adhere to this solution. 

In the case of Holland and Belgium the notes will be issued by the Free 
Governments, which will also issue small amounts of silver token money. 
The issue of new Dutch East Indies guilder notes in the liberated regions of 
Dutch New Guinea has already begun under the authority of the Dutch East 
Indies Government established in Australia. 


[ towara: the month under review, gratifying progress has been made 


German Gold Exports 


It is reported from Lisbon and Berne that tairly substantial amounts of 
gold have arrived at the German Legations there. Presumably the object 
o: the dispatch of gold to neutral countries is to place the gold reserve beyond 
the reach - the Allied armies which are expected to invade Germany shortly. 
Possibly, however, the Nazi leaders are making arrangements for their own 
benefit in anticipation of their flight from Germany after the defeat. Neither 
the Swiss National Bank nor the Bank of Portugal is likely to buy the gold, 
since a recent inter-Allied declaration made it plain that after the war the 
Allies will demand the restoration of looted gold to its rightful owners. On 
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the other hand, there is nothing to prevent the Germans from selling the gold 
privately. 

Another way in which the German authorities seek to secure balances 
in neutral countries is through the sale of forged pound and dollar notes. A 
large number of such notes has been put into circulation in Portugal and 
more recently some refugees from Denmark sold some to Swedish banks. The 
discovery of the presence of forged notes has put the neutrals on their guard, 
however, and the Germans will find it difficult to place abroad large amounts. 
It has been suggested that the German Government is issuing the notes with 
the object of undermining confidence in sterling and the dollar. The idea 
that sufficiently large quantities can be issued to achieve this end is, however, 
absurd. 


Publications 
Public Spending and Postwar Economic Policy, by Sherwood M. 
Fine (Columbia University Press). Given the general state of American public 


epinion towards trade cycle control, a valuable purpose should be served by 
this very fair-minded analysis of public spending policies and their results, 
which had its genesis when the author was a member of the staff of the Division 
of Monetary Research of the United States Treasury Department. While 

admitting that the great dispute over New Deal public spending was never 
resolved, since the outbreak of war temporarily eclipsed the debate, the 
author’s general conclusion is that, although compensatory spending policy 
is not the answer to unemployed resources, expansionist spending constitutes 
an essential factor in a recovery programme. It is pointed out that to maintain 
the American national income at $148 billions would require more than $35 
billions annually of gross capital formation. To reach the income level of 
$170 billions now taken as the objective by the Federal Reserve Bulletin, 
capital formation would clearly have to be still greater. It is suggested, 
however, that ‘‘ exclusive of federal activity in the field of residential con- 
struction, it is doubtful that a total public outlay of more than $4 to $5 billions 
a year could profitably be undertaken. . . The greatest contribution the 
Government could make is in sponsoring the reconstruction of private enter- 
prise along competitive lines and providing a hospitable investment climate. 
This failing, private enterprise will inevitably be obliged to become sub- 
ordinated to Government control and investment.” On the other hand, Mr. 
Fine is emphatic that the problem of expanding debt, and the determination 
of the relative scope of taxation on the one hand and deficits on the other, 

is eminently a manageable one: “ Private enterprise need not be plagued 
with self-induced apprehension over the consequences of planned budgetary 
deficits. Rather, such a programme, when integrated with positive measures 
for the revitalization of business, fulfils a necessary and desirable comple- 
mentary relationship.” 

The National Institute of Economic and Social Research, Annua 
Report 1943. Reviewing the functions of the Institute in the post-war 
period, the report points out that if its comparatively limited resources are 
spread over the whole field of economic and social science, the coverage will 
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be shallow. After a great deal of thought, the Executive Committee has 
therefore decided that the main effort should be directed to work on the 
structure and productivity of the national economy. Two exceptionally 
interesting projects now in train, it is pointed out, fit naturally into this 
framework : namely, the enquiry, under the direction of Mr. Richard Stone, 
into the national income between the wars, which in effect will extend the 
Budget White Paper analysis retrospectively to provide a complete series of 
figures from 1920 ; and, secondly, a co-operative enquiry into the distribution 
of the product of industry, by Dr. L. Rostas, working in co-operation with a 
committee. This latter investigation will cover, among other things, changes 
in the volume of production, employment, efficiency and the prices of the factors 
of production, with international comparisons. The study by Professor and 
Mrs. Hicks of the incidence of local taxation in England and Wales is to 
be published as an occasional paper, while Professor Sargant Florence is 
conducting an enquiry into the structure of different industries, with refer- 
ence to the size of plant, location and investment. 

The Bank of England 1694-1944, by Reginald Saw (Harrap, price 
gs. 6d. net). By comparison with Sir John Clapham’s monumental history, 
almost any other work on the Bank of England falls into the “ popular ” 
category. But a work intended for the general reader can be of either high 
or low standard and Mr. Saw’s contribution is a quite admirable production 
of its kind. While the style is light and readable, the author has obviously 
devoted careful study to his task and knows what he is about. In the sections 
covering the history up to the last war we have, of course, no more than a 
presentation of very familiar material, but the chapters on the post-1918 
years are in many ways actually superior to Sir John’s extremely disappointing 
“Epilogue ”’ of ten pages. The book should make a definite appeal to the 
wider public for whom it is intended. 

A Review of British Organised Markets. (British Federation of Com- 
modity and Allied Trade Associations, Ltd.). War conditions, when con- 
sumers’ choice is of little account, invariably breed a certain resentment 
against merchants and “ middlemen.’”’ This booklet provides an admirable 
survey of the functions of organized commodity markets and shows that, in a 
normal economy, merchants do not “‘ stand between” producers and con- 
sumers but on the contrary provide a very necessary bridge across gulfs 
which consumers and producers find it uneconomic to bridge for themselves, 
The work of the merchant reaches its highest pitch of refinement, of course, 
in the organized futures markets, of whose functions the booklet provides a 
detailed analysis that is most timely in view of the fallacious popular belief 
that such operations represent mere speculation of little or no social value. 
Where many people may find it difficult to go the whole way with the pamphlet 
is perhaps in its criticism of price agreements and buffer pools. While many 
of the objections raised are extremely cogent (such as the difficulty of knowing 
whether a fall in price is due to a temporary or a secular fall in demand), 
experience has shown very clearly that the price system as a means of regulating 
primary production can operate only with a considerable time-lag and hardship. 
Nevertheless, it should be possible to establish a modus vivendi between 
Government buffer pools and organized commodity markets. What would 
be flatly inconsistent with organized markets would be Government bulk 
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purchase ; and here there can be no doubt that the booklet fully demonstrates 
the superiority of distribution through specialized merchanting concerns. 


World Trade (International Chamber of Commerce). This is a thought- 
ful review of world trade problems, with special reference to the post-war 
prospects and possibilities of this country’s export trade. The report 
concludes that we should seek to expand our exports by improving our pro- 
ductive efficiency and working for a general expansion of world production 
and trade, rather than by currency depreciation or bilateral bargaining. On 
the control of the trade cycle, the report stresses the need for co- operation 
between the leading Governments if action is to be effective. The report 
supports the attempts to rebuild a multilateral exchange régime with the aid 
of an international credit institution, but tends to place undue emphasis on 
the maintenance of exchange stability, as opposed to orderly adjustment 
that would not hamper freedom of domestic economic policy. There is no 
getting round the fact that the maintenance of a fixed exchange rate may 
involve the necessity of deflation, with its resulting unemployment ; and it 
is perfectly clear that this country is unanimously determined never again to 
be placed in that position. 
Introduction to Income Tax, by E. D. Fryer, A.L.A.A. (Pitman, price 
4s.). This is the seventh edition of the very useful introductory textbook 
which covers the requirements as regards income tax of the Royal Society 
Arts and London Chamber of Commerce examinations, and of the inter- 
mediate examinations of various professional bodies. The present edition 
deals with many of the wartime changes, such as the half-yearly assessments 
of weekly wage earners, but ‘“‘ pay as you earn” was adopted after the book 
was passed for press and is covered only in some notes contained in an inserted 
leaflet 
Report of the Canadian Mutual Aid Board. This report, covering 
the period May 20, 1943, to March 31, 1944, shows that Canada’s total Mutual 
Aid expenditure up to the latter date totalled $912.6 millions, of which this 
country received $723.8 millions. On the other hand, Canada has not, up 
to the present, sought any reciprocal aid, since she has had funds to pay for 
what she has required in the countries receiving Mutual Aid. On its own 
initiative, however, the United Kingdom has given Canada reciprocal aid 
in the form of six destroyers for the Canadian Navy, and has announced its 
intention to provide two cruisers and other ships in the near future. In 
addition, this country has been providing without charge, since early in the 
war, the armament for many of Canada’s merchant ships. 
Statesman’s Year Book, 1944 (Macmillan, price 30s.). In spite of war 
conditions, the yearbook—now in its 81st edition—is again able to present 
a fair amount of statistical information. While each section has been revised, 
it is stated that particular attention has been devoted to the armed forces of 
the U.S.A. as well as to the constituent Republics of the U.S.S.R. A short 
account of the British Council and one of the Middle East Supply Centre also 
appear, and the map accompanying the volume shows the boundaries of 
Poland at different periods of its history. 
A Century of Deposit Banking, by Arthur V. Barber (Waterlow and 
Sons, price 6d.). Reprinted from the Bankers’ Magazine. 
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Appointments and Retirements 


Barclays Bank—Mr. A. Chaine-Nickson, Honorary Secretary of the Liverpool 
Cotton Association and Vice-Chairman of the British Federation of Commodity 
and Allied Trade Associations, has been appointed a member of the Liverpool 
local board. 


; Lloyds Bank—The directors announce with regret that, consequent upon 
his appointment as representative of H.M. Treasury in Washington, the Hon. 
R. H. Brand, C.M.G., D.C.L., has found it necessary to resign his seat on the 
board. Head Office, Chief Inspector’s Department: Mr. R. T. Brooks, from 
Stamford Hill, to be an inspector; Mr. A. E. Griffith has retired. City Office, 
Securities Department : Mr. C. M. Patient to be an assistant principal ; Mr. L. J. 
Paige has retired after 44 years’ service. Leadenhall Street, E.C.: Mr. L. G. 
Bretton, hitherto assistant manager, to be manager in succession to Mr. G. 
Inskipp; Mr. H. F. Fear, from Law Courts, W.C., to be sub-manager. New 
Washington : Mr. S. A. Turnbull to be manager on the approaching retirement 
of Mr. W. Brewis, D.C.M., M.M., owing to ill health. Stamford Hill, E.: Mr. F. 
Lane, from South Kensington, S.W., to be manager. Bombay: Mr. H. C. Gotts, 
from Delhi, to be a sub-manager. 


Martins Bank— Manchester: Mr. T. Cowpe, from Rochdale, has been ap- 
pointed Manchester superintendent of branches in succession to Mr. J. S. 
Richards. Rochdale: Mr. H. Blundell, from Manchester district office, has 
been appointed manager in succession to Mr. T. Cowpe. Colne: Mr. R. 
Atkinson, hitherto assistant manager, has been appointed manager in succession 
to Mr. J. F. Mellin. Gateshead: Mr. G. G. Whittingham, from Jesmond, 
Newcastle-on-Tyne, has been appointed manager of Gateshead in succession 
to Mr. W. G. Beardall. Newcastle-upon-Tyne, Jesmond: Mr. R. H. Darling 
has been appointed acting manager of this branch on the promotion of Mr. G. G, 
Whittingham to be manager of Gateshead branch. Sidcup: Mr. K. E. Church, 
from Edgware Road, London, has been appointed manager in succession to 
Mr. A. G. Beechey, who has retired on pension after forty-two years’ service. 
London, Edgware Road: Mr. R. Davidson, from London Foreign Branch, has 
been appointed acting manager on the promotion of Mr. K. E. Church to be 
manager of Sidcup. 

Midland Bank —Mr. Reginald F. Glazebrook, of Liverpool, has been 
elected to the board of the Bank and of the Executor and Trustee Company. 
National Provincial—Mr. Donald Forsyth Anderson has been appointed a 
director. 

National Bank of Scotland—pDairy, Kilbirnie: Mr. James D. Gordon 
becomes sole agent on the death of Mr. John Lusk, who had been joint 
agent. Fauldhouse: Mr. William Martin, agent, is retiring, and will be 
succeeded by Mr. Niven Muir Weir, of Glasgow, Renfield Street. 
Inverkeithing;: Mr. William Miller McMurray, Girvan, has been appointed 
agent in succession to Mr. W. L. Donaldson, deceased. 








